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DEPARTMENT  OF  HEALTH  AND 
HUMAN  SERVICES 

Health  Care  Financing  Administration 

42  CFR  Parts  405  and  447 

Medicare  and  Medicaid  Programs; 
Reimbursement  for  Services 
Furnished  by  Rural  Health  Clinics 

agency:  Health  Care  Financing 
Administration  (HCFA),  HHS. 

ACTION:  Proposed  rule. 

summary:  These  proposed  regulations 
would  provide  a  prospective  payment 
method  for  Medicare  and  Medicaid 
reimbursement  of  independent  rural 
health  clinics.  Under  present  rules,  both 
programs  pay  clinics  for  covered 
services  furnished  during  a  reporting 
period  by  using  an  interim  rate, 
determine  their  share  of  each  clinic’s 
reasonable  costs  after  the  end  of  the 
period,  and  adjust  their  payments 
retroactively.  Under  the  proposed 
regulations,  the  payment  rate  generally 
will  be  set  at  the  beginning  of  the 
reporting  period,  with  no  year-end 
adjustment.  These  regulations  are 
needed  to  replace  existing  interim 
regulations  on  payment  of  clinics,  and 
are  intended  to  provide  rural  health 
clinics  with  increased  incentives  to  be 
more  efficient  and  cost  effective  in  their 
operations. 

In  addition  to  these  proposed  changes 
in  our  payment  method,  we  are 
proposing  to  revise  the  current  screening 
guidelines  for  clinic  productivity  and 
overhead  costs  (set  forth  in  a  notice 
published  on  September  21, 1978  (43  FR 
42787))  to  conform  to  the  guidelines  used 
by  the  Bureau  of  Community  Health 
Services  (BCHS),  Public  Health  Service. 
We  also  are  proposing  to  eliminate  the 
current  payment  limit  (set  forth  in  the 
September  21, 1978  notice)  for  clinics 
paid  under  the  prospective  method. 

date:  To  assure  consideration, 
comments  should  be  received  by: 
November  10, 1980. 

ADDRESSES:  Address  comments  to: 
Administrator,  Health  Care  Financing 
Administration,  Department  of  Health, 
Education,  and  Welfare,  P.O.  Box  17073, 
Baltimore,  Maryland  21235.  If  you  prefer, 
you  may  deliver  your  comments  to: 
Room  309-G,  Hubert  H.  Humphrey 
Building,  200  Independence  Avenue, 
S.W.,  in  Washington,  D.C.;  or  to  Room 
789,  East  High  Rise  Bldg.,  6401  Security 
Blvd.,  in  Baltimore. 

Please  refer  to  file  code  BPP-22-P. 
Agencies  and  organizations  are 
requested  to  submit  comments  in 
duplicate. 


Because  of  the  large  number  of 
commits  we  receive,  we  cannot 
acknowledge  or  respond  to  them 
individually.  However,  in  preparing  the 
final  rule,  we  will  consider  all  comments 
and  will  respond  to  them  in  the 
preamble  to  that  rule. 

Comments  will  be  available  for  public 
inspection  beginning  approximately  2 
weeks  after  publication,  in  Room  309-G 
of  the  Department’s  offices  at  200 
Independence  Avenue,  S.W., 

Washington,  D.C.,  on  Monday  through 
Friday  of  each  week  from  8:30  a.m.  to 
5:00  p.m.  (202-245-7890). 

FOR  FURTHER  INFORMATION  CONTACT: 

Bernadette  Schumaker,  301-597-1048. 

SUPPLEMENTARY  INFORMATION: 
Background 

The  Rural  Health  Clinic  Services  Act 
of  1977  (Pub.  L.  95-210)  added  rural 
health  clinic  (RHC)  services  as  a  new 
benefit  of  Part  B  of  Medicare,  and  as  a 
mandatory  benefit  of  certain  State 
Medicaid  plans.  This  new  benefit 
includes  payment  for  physician  services 
and  for  medical  services  provided  by 
nurse  practitioners  and  physician 
assistants  in  a  particular  health  care 
setting.  Previously,  certain  medical 
services  provided  by  nurse  practitioners 
and  physician  assistants  were  not 
covered  under  Medicare,  unless  they 
were  furnished  incident  to  a  physician’s 
services.  Other  medical  services  were 
paid  for  if  furnished  by  a  physician,  but 
not  if  furnished  by  a  nurse  practitioner 
or  physician  assistant.  Under  Medicaid, 
coverage  of  physician  assistant  and 
nurse  practioner  services  was  optional 
with  the  State. 

This  new  benefit  became  effective  for 
Medicare  on  March  1, 1978.  Under 
Medicaid  it  became  effective  on  July  1, 
1978.  The  Medicare  reimbursement 
regulations  for  RHC  services  are 
contained  in  42  CFR  Part  405,  Subpart  X, 
and  the  Medicaid  reimbursement 
regulations  are  located  at  42  CFR 
447.371.  Our  current  reimbursement 
systems  for  RHCs  is  expressly  interim. 
These  proposed  regulations  contain  a 
prospective  payment  method  that  is 
intended  to  replace  the  current  system. 

Current  Payment  Method 

Payment  to  Provider  Clinics 

Medicare  and  Medicaid  regulations 
now  require  that  RHCs  that  are  a  part  of 
a  hospital,  skilled  nursing  facility,  or 
home  health  agency  (i.e.,  a  provider  of 
services)  participating  in  the  Medicare 
program  be  paid  as  part  of  the  provider, 
under  the  provider  reimbursement 
principles  of  Subpart  D  of  Part  405. 


Payment  to  Independent  Clinics 

Medicare  now  reimburses 
independent  RHCs  (i.e.,  those  that  are 
not  part  of  a  hospital  or  other  provider 
of  services)  based  on  the  clinics’ 
reasonable  cost  incurred  in  furnishing 
RHC  services  to  Medicare  beneficiaries. 
Medicare  intermediaries  (called 
“carriers”  in  our  RHC  regulations 
because  they  pay  Part  B  benefits)  make 
interim  payments  to  clinics  based  on  an 
all-inclusive  rate  for  each  visit  by  a 
Medicare  beneficiary.  For  each  clinic, 
the  carrier  sets  an  interim  rate  of 
payment  at  the  beginning  of  each 
reporting  period.  This  interim  rate  is 
based  on  the  clinic’s  estimated  costs 
and  ffstimated  number  of  patient  visits 
for  the  period.  The  carrier  pays  the 
clinic  80  percent  of  the  all-inclusive  rate 
for  each  Medicare  covered  visit,  if  the 
patient  has  fully  incurred  the  Medicare 
Part  B  deductible  amount.  (If  the 
deductible  has  not  been  fully  incurred, 
the  carrier  pays  the  clinic  a  lesser 
amount  or  nothing,  depending  on  the 
amount  of  the  unmet  deductible  and  the 
clinic’s  customary  charges  for  the 
services.) 

At  the  end  of  each  reporting  period, 
the  clinic  must  file  with  the  carrier  a 
report  of  its  actual  costs  and  of  the  total 
number  of  visits  for  RHC  services  it 
actually  furnished  for  the  period.  Based 
on  this  report,  the  carrier  adjusts  the 
payments  made  during  the  period  to 
equal  80  percent  of  the  reasonable  costs 
the  clinic  actually  incurred  in  furnishing 
covered  RHC  services  to  Medicare 
beneficiaries. 

Medicaid  now  reimburses 
independent  RHCs  for  rural  health  clinic 
services  under  a  similar  method.  States 
that  pay  for  RHC  services  use  interim 
rates  established  by  Medicare  carriers, 
subject  to  adjustment  at  the  end  of  the 
reporting  period  based  on  actual  costs 
and  visits.  However,  Medicaid  pays  100 
percent  of  the  all-inclusive  rate  (subject 
to  State  copayment  requirements,  if 
applicable),  whereas  Medicare 
payments  are  set  at  80  percent  of  the 
rate  and  are  subject  to  the  Part  B 
deductible. 

Under  the  current  payment  method, 
both  Medicare  and  Medicaid  payments 
for  RHC  services  are  subject  to 
productivity  and  overhead  cost 
screening  guidelines.  These  guidelines, 
which  are  used  to  identify  clinic  costs 
that  will  not  be  reimbursed  without 
special  justification  by  the  clinic,  are  set 
forth  in  a  notice  published  in  the  Federal 
Register  on  September  21, 1978  (43  FR 
42787),  and  are  described  in  detail  later 
in  this  preamble.  The  September  21, 1978 
notice  also  provides  an  upper  limit  on 
the  all-inclusive  rate  of  payment  for 
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RHC  services.  Both  Medicare  and 
Medicaid  payments  are  subject  to  this 
limit. 

Change  to  Prospective  Payment  Method 

When  the  current  RHC  payment 
regulations  were  issued,  we  decided  to 
use  a  retrospective  payment  method 
because  it  would  not  place  clinics  “at 
risk"  during  their  first  few  years  of 
dealing  with  Medicare  and  Medicaid. 
Also,  this  method  has  given  us  a  base  of 
information  about,  and  experience  with, 
RHCs  that  has  been  used  in  developing 
the  prospective  payment  method  that  we 
now  propose  to  use.  (However,  for 
reasons  explained  under  “Proposed 
Payment  Method"  below,  we  plan  to 
change  the  current  payment  method  for 
independent  RHCs  only,  not  for 
provider-based  clinics.) 

One  major  objective  of  the  proposed 
change  to  a  prospective  payment 
method  is  to  give  clinics  an  incentive  for 
more  cost-efficient  operations.  Under 
the  current  method,  clinics  generally  - 
have  little  incentive  to  control  their 
costs,  since  any  difference  between  a 
clinic’s  allowable  cost  per  visit  and  its 
interim  payment  rate  is  taken  into 
account  by  means  of  the  year-end 
adjustment.  Under  the  prospective 
method,  however,  the  year-end 
adjustment  would  be  eliminated. 
Therefore,  a  clinic  would  be  encouraged 
to  achieve  an  actual  cost  per  encounter 
for  each  reporting  period  that  is  lower 
than  its  prospective  rate  for  the  period, 
so  that  it  could  keep  the  difference.  (As 
explained  later  in  this  preamble,  we  do 
not  propose  to  recalculate  a  clinic’s  rate 
because  of  increases  in  the  clinic's 
efficiency.)  On  the  other  hand,  the  clinic 
would  not  be  reimbursed  for  any  actual 
costs  in  excess  of  its  payment  rate  at 
year  end,  as  is  now  the  case,  unless  it 
could  qualify  for  an  exception  under  the 
conditions  specified  later  in  this 
preamble.  This  also  would  encourage 
efficiency. 

Definitions 

Under  the  retrospective  payment 
method,  HCFA  uses  the  “visit"  as  its 
basic  unit  of  measure  for  patient 
contact.  Our  current  regulations,  at  42 
CFR  405.2401(b)(18),  define  a  “visit”  as  a 
face-to-face  encounter  between  a  clinic 
patient  and  a  health  professional.  This 
regulation  also  specifies  that  encounters 
with  more  than  one  health  professional 
and  multiple  encounters  with  the  same 
health  professional  that  occur  on  the 
same  day  and  at  a  single  location  are 
considered  only  one  visit  unless,  after 
the  first  encounter,  the  patient  suffers  an 
illness  or  injury  requiring  additional 
diagnosis  or  treatment. 


Our  use  of  this  term  has  caused 
concern  among  clinics  that  also  receive 
grants  from  the  Bureau  of  Community 
Health  Services  (BCHS),  PHS.  The 
BCHS,  in  evaluating  the  performance  of 
clinics  that  receive  these  grants,  uses 
the  term  “encounter”  as  its  basic  unit  of 
measure  for  patient  contact.  Until 
recently,  encounters  with  more  than  one 
health  professional,  and  multiple 
encounters  with  the  same  health 
professional,  were  counted  separately 
by  the  BCHS. 

In  the  past,  clinics  have  stated  that 
they  find  the  use  of  different  terms  and 
definitions  by  HCFA  and  the  BCHS 
confusing,  and  that  because  of  these 
differences  it  is  difficult  for  the  clinic  to 
comply  with  both  the  HCFA  and  BCHS 
requirements.  In  particular,  clinics  have 
found  it  difficult  to  comply  with  the 
separate  productivity  standards  and 
reporting  requirements  that  HCFA  and 
the  BCHS  have  used. 

As  explained  later  in  this  preamble, 
we  are  proposing  to  adopt,  concurrently 
with  the  change  to  the  prospective 
payment  method,  the  productivity 
guidelines  used  by  the  BCHS.  In 
addition,  HCFA  and  the  BCHS  are 
developing  a  common  reporting  system 
for  use  for  reporting  periods  beginning 
on  or  after  the  effective  date  of  the  final 
regulations  setting  forth  HCFA’s 
prospective  payment  method.  To  make  it 
possible  for  clinics  to  use  the  same 
productivity  guidelines  and  reporting 
system,  HCFA  and  the  BCHS  have 
agreed  to  a  common  definition  of  the 
term  "encounter”.  This  definition,  which 
is  substantially  the  same  as  the  current 
HCFA  definition  of  the  term  “visit,”  is 
set  forth  in  our  proposed  regulations  and 
has  been  used  to  replace  the  term  “visit" 
in  those  regulations.  Under  this 
definition,  both  the  BCHS  and  HCFA 
would  use  the  same  criteria  for 
determining  the  number  of  encounters  a 
clinic  furnishes. 

Except  for  the  change  from  “visit”  to 
“encounter,”  both  the  prospective 
payment  method  and  the  current 
payment  method  use  the  same 
definitions  (set  forth  in  §  405.2401(b)), 
and  the  same  general  rules  (set  forth  in 
proposed  §  405.2426)  regarding  the  types 
of  costs  that  are  allowable. 

Proposed  Payment  Method 

Payment  to  Provider  Clinics 

We  have  decided  not  to  propose  use 
of  a  prospective  payment  method  to  pay 
provider  clinics.  Instead,  we  propose  to 
retain  the  present  system  for  them. 
Under  this  system,  a  provider  clinic  is 
treated  as  an  outpatient  department  of 
the  provider,  and  payment  for  clinic 
services  is  made  under  the  Medicare 


principles  of  reimbursement  for  provider 
services  set  forth  in  42  CFR  Part  405, 
Subpart  D.  We  plan  to  continue  using 
this  system  for  these  clinics  because  we 
believe  it  is  more  reasonable  and 
efficient  for  Medicare  to  pay  a  provider 
for  clinic  services  on  the  same  basis  as 
it  pays  for  other  outpatient  services  of 
the  provider.  We  believe  segregating  the 
provider  clinic  and  paying  it  on  some 
other  basis  would  be  unduly  complex. 
Because  very  few  clinics  (fewer  than 
twenty-five)  are  operated  as  provider 
clinics,  we  do  not  expect  that  paying 
these  clinics  under  the  Medicare 
principles  will  defeat  the  purposes  of  the 
prospective  method. 

Because  some  States  pay  hospitals, 
skilled  nursing  facilities,  and  home 
health  agencies  for  services  to  Medicaid 
patients  under  reimbursement  principles 
that  differ  from  Medicare’s,  we 
considered  allowing  them  to  pay 
provider  clinics  using  those  different 
principles.  We  rejected  this  approach 
because  we  believe  the  need  for 
consistent  Medicare  and  Medicaid 
reimbursement  of  RHCs  outweighs  the 
minor  administrative  advantages  this 
approach  would  produce.  Also,  under 
Medicaid,  many  States  already  use 
different  reimbursement  principles  for 
different  provider  components.  For 
example,  inpatient  services  may  be  paid 
for  under  Medicare  principles,  while 
outpatient  services  are  paid  for  using  a 
negotiated  rate.  Therefore,  we  believe 
any  additional  administrative 
complexity  introduced  by  our  proposed 
approach  will  not  be  significant. 

Payment  to  Independent  Clinics 

Under  our  proposed  regulations, 
Medicare  and  Medicaid  generally  would 
use  the  prospective  method  to  pay 
independent  clinics.  However,  we  plan 
to  use  the  retrospective  method  of 
payment  for  some  of  these  clinics.  For 
example,  we  are  proposing  to  pay  new 
clinics  that  have  unstable  costs  or 
utilization,  or  both,  under  the 
retrospective  method  for  their  first  two 
years  of  participation  in  Medicare  or 
Medicaid.  We  also  propose  to  use  the 
retrospective  payment  method  for 
established  clinics  that  incur  unusually 
high  costs  per  encounter  because  of  the 
special  needs  of  their  patients,  because 
of  increases  in  their  range  of  services,  or 
because  of  increases  in  costs  or 
decreases  in  utilization  due  to  factors 
beyond  their  control.  The  specific 
circumstances  under  which  we  would 
pay  an  independent  clinic  under  the 
retrospective  method  are  described 
below. 
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Payments  to  Newly  Participating 
Clinics 

Under  the  proposed  regulations,  we 
would  generally  use  the  retrospective 
payment  method,  rather  than  the 
prospective  method,  to  pay  RHCs  that 
have  not  participated  in  Medicare  or 
Medicaid,  or  both,  for  at  least  two  full 
reporting  periods.  New  clinics  typically 
experience  considerable  fluctuation  in 
the  costs  they  incur,  and  in  the  number 
of  encounters  they  furnish,  during  their 
early  years  of  operation.  These 
fluctuations  make  it  difficult  to  calculate 
an  accurate  prospective  rate,  and  can 
produce  an  average  cost  per  encounter 
that  varies  substantially  from  the  per 
encounter  costs  of  well-utilized  clinics. 

If  we  paid  these  new  clinics  under  the 
prospective  method  applicable  to  well- 
established  clinics,  they  might  be  placed 
unnecessarily  “at  risk”  during  their  early 
years  of  participation,  since  the 
prospective  method  could  result  in 
reimbursement  lower  than  that  justified 
by  the  clinics’  financial  situations. 
Therefore,  we  proposed,  as  a  general 
rule,  to  apply  the  retrospective  method 
to  these  clinics  for  their  first  two 
reporting  periods  of  participation.  We 
believe  that  normally  two  years  is 
enough  time  for  a  clinic  to  stabilize  its 
costs  and  utilization  sufficiently  to 
permit  payment  to  be  made  under  the 
prospective  method. 

Under  certain  conditions,  HCFA  will 
instruct  the  carrier  to  pay  a  newly 
participating  clinic  under  the 
prospective  method.  A  clinic  can  qualify 
for  prospective  payment  by 
demonstrating  to  the  satisfaction  of 
HCFA  that  its  costs  and  utilization  {i.e., 
annual  number  of  encounters)  are 
sufficiently  stable  to  allow  accurate 
prospective  payment,  and  that  it  can 
generate  the  cost  and  utilization 
information  the  carrier  needs  to 
calculate  a  prospective  rate. 

Rate  Setting  Under  the  Prospective 
Method 

General.  Under  the  prospective 
method,  we  propose  to  pay  each  clinic 
at  a  single,  all-inclusive  rate  for  all 
services  furnished  during  each  patient 
encounter.  This  part  of  our  proposed 
method  does  not  represent  a  change 
from  the  current  method. 

We  are  proposing  to  continue  using  an 
all-inclusive  rate  for  two  reasons.  First, 
clinics  are  already  familiar  with  this 
payment  method.  Medicare  and 
Medicaid  have  paid  RHCs  on  an  all- 
inclusive  rate  basis  since  1978  and,  in 
addition,  approximately  two-thirds  of  all 
facilities  that  participate  as  RHCs  also 
receive  grants  from  the  BCHS,  and 
report  their  costs  to  BCHS  on  an  all- 


inclusive  rate  basis,  i.e.,  as  an  average 
cost  per  encounter.  Therefore,  we 
believe  continuing  to  use  an  all-inclusive 
rate  will  help  clinics  make  the  transition 
from  a  retrospective  method  to  a 
prospective  method. 

We  also  believe  an  all-inclusive  rate 
method  is  desirable  because,  unlike 
some  other  methods,  it  would  not 
impose  any  additional  recordkeeping  or 
reporting  burden  on  clinics.  We 
considered  paying  clinics  different 
amounts  for  the  different  types  of 
services  they  furnish  during  each  patient 
encounter.  However,  we  are  not 
proposing  this  approach  because  many 
clinics  are  very  small,  and  do  not  have 
accounting  systems  that  are 
sophisticated  enough  to  allow  them  to 
calculate  their  costs  on  a  service-by¬ 
service  basis.  We  do  not  believe  it 
would  be  equitable  to  these  clinics  to 
mandate  a  payment  method  that  would 
require  them  to  develop  more  complex 
and  costly  accounting  systems. 

Under  the  prospective  method,  the 
carrier  would  set  a  clinic’s  payment  rate 
for  a  period  at  the  lower  of  the 
Statewide  target  rate  or  the  alternative 
individual  clinic  rate,  and  would  not 
adjust  its  payments  retrospectively  at 
the  end  of  the  period.  HCFA  would 
calculate  the  Statewide  target  rate  by 
estimating  the  national  median  RHC 
cost  per  encounter  for  the  period, 
increasing  that  amount  by  15  percent, 
and  adjusting  the  labor  portion  of  the 
resulting  rate  to  reflect  the  prevailing 
wage  level  in  the  particular  State.  The 
carrier  would  calculate  the  individual 
clinic  rate  for  each  clinic  by  determining 
the  allowable  cost  per  encounter  the 
clinic  incurred  in  its  “base  period”,  and 
increasing  that  amount  by  15  percent. 

Both  the  Statewide  target  rate  and  the 
individual  clinic  rate  include  a  15 
percent  allowance  above  cost.  In  the 
case  of  the  Statewide  target  rate,  this 
allowance  is  intended  to  give  the  clinic 
an  incentive  to  restrain  cost  increases 
by  allowing  it  to  maintain  a  margin 
between  its  base  period  cost  per 
encounter  and  its  payment  rate.  In  the 
case  of  the  individual  clinic  rate,  the  15 
percent  allowance  over  the  base  period 
cost  per  encounter  is  intended  to  serve 
this  purpose,  and  to  take  account  of  any 
cost  increases  that  occur  during  the 
current  period.  We  expect  that  clinics 
will  use  this  margin  to  acquire  more  up- 
to-date  equipment,  upgrade  staff 
qualifications,  and  otherwise  improve 
the  quality  of  their  services. 

Generally,  the  Statewide  target  rate 
and  individual  clinic  rate  would  be 
recalculated  based  on  new  cost  and 
utilization  data  only  once  every  three 
years.  For  other  periods,  the  carrier 
would  determine  a  clinic’s  prospective 


rate  by  increasing  both  the  target  rate 
and  the  individual  clinic  rate  for 
inflation,  and  paying  the  clinic  at  the 
lower  of  the  two  rates.  The  method  we 
propose  to  use  to  update  these  payment 
rates  is  described  later  in  this  preamble. 

Exceptions  to  the  use  of  the 
prospective  method  are  permitted  for 
clinics  that  incur  unusually  high  per- 
encounter  costs  because  of  the  special 
needs  of  their  patients,  because  of 
needed  staffing  changes  or  expansion  of 
their  range  of  services,  or  because  of 
natural  disasters  or  other  factors  beyond 
their  control.  If  a  clinic  is  able  to 
demonstrate  to  HCFA  that  an  exception 
for  a  period  is  warranted,  HCFA  will 
direct  the  carrier  to  pay  the  clinic  under 
the  retrospective  method  for  that  period. 

The  proposed  regulations  would  also 
permit  HCFA  to  recalculate  a  clinic’s 
prospective  rate  to  reflect  reductions  in 
the  clinic’s  cost  per  encounter  that  result 
from  reduction  of  the  clinic’s  range  of 
services,  or  increases  in  utilization  of  15 
percent  per  year,  or  more. 

The  proposed  regulations  specify  how 
the  clinic’s  payment  rate  will  be 
calculated  under  the  prospective 
payment  method.  We  are  describing  this 
method  in  detail  so  that  a  clinic  will 
know  how  its  rate  will  be  calculated, 
and  how  the  recalculation  and  exception 
provisions  will  operate.  However,  our 
proposed  method  for  computing  a 
clinic’s  payment  rate  would  not  impose 
any  substantial  new  reporting  or 
recordkeeping  requirements  on  the 
clinic.  As  under  the  current  method,  a 
clinic  would  submit  a  report  of  its  costs 
and  utilization  to  the  carrier,  which 
would  process  the  report.  The  carrier 
would  then  forward  the  information  to 
HCFA.  HCFA  and  the  carrier  would 
perform  all  calculations  needed  to 
determine  a  rate  of  payment  for  the 
clinic,  in  accordance  with  the  method 
specified  in  these  regulations. 

Use  of  Base  Period 

Under  the  prospective  payment 
method,  the  carrier  would  first  establish 
a  “base  period”  for  each  clinic.  The 
purpose  of  the  base  period  is  to 
establish  a  foundation  for  making  cost 
comparisons  that  reflects  a  clinic’s 
actual  cost  experience  for  a  relevant 
period  of  time.  A  clinic’s  initial  base 
period  would  be  the  reporting  period 
that  immediately  precedes  the  first 
reporting  period  for  which  the  clinic  is 
paid  using  the  prospective  method.  Each 
third  reporting  period  after  the  initial 
base  period  would  become  a  new  base 
period.  However,  the  part  of  any 
reporting  period  for  which  the  clinic’s 
rate  is  recalculated,  or  for  which  the 
clinic  is  granted  an  exception  because  of 
an  atypical  situation  or  because  of 
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material  changes  in  costs  or  utilization, 
also  would  become  a  new  base  period. 
This  new  base  period  would  continue  to 
be  used  for  rate  calculation  until  it  is 
replaced  by  the  next  regular  base 
period. 

After  it  has  established  a  clinic’s  base 
period,  the  carrier  would  calculate  the 
allowable  cost  per  encounter  actually 
incurred  by  the  clinic  for  the  base  * 
period.  The  carrier  would  make  this 
calculation  from  the  clinic’s  report  of  its 
total  allowable  costs  and  actual  number 
of  encounters  for  RHC  services  by  all 
patients  during  the  period.  In  making 
this  calculation,  the  carrier  would  use 
the  same  rules  regarding  the 
allowability  of  costs  as  are  used  under 
the  present  retrospective  method. 

Use  of  Interim  Rate 

An  interim  rate  for  part  of  a  clinic’s 
first  period  after  a  base  period  is 
necessary  because  the  carrier  could  not 
know  whether  the  clinic  should  be  paid 
at  the  Statewide  target  rate,  or  at  an 
individual  clinic  rate,  until  it  has 
received  and  analyzed  the  clinic’s  base 
period  cost  and  utilization  report.  This 
report  would  not  be  available  until 
sometime  after  the  beginning  of  the  new 
reporting  period.  The  interim  rate  for  the 
new  reporting  period  would  be 
calculated  by  increasing  the  payment 
rate  used  at  the  end  of  the  RHC’s 
previous  period  by  15  percent.  In  the 
case  of  a  new  clinic  paid  under  the 
prospective  method,  the  carrier  will  set 
the  interim  rate  at  115  percent  of  the 
allowable  cost  per  encounter  it 
estimates  the  clinic  will  incur  for  the 
current  period.  The  carrier  willjbase  this 
estimate  on  the  current  period  cost  and 
utilization  information  the  clinic 
submitted  to  qualify  for  prospective 
payment. 

This  interim  rate  would  be  used  until 
the  actual  rate  can  be  calculated  based 
on  the  actual  allowable  cost  per 
encounter  incurred  in  the  preceding 
period.  We  plan  to  instruct  carriers  to 
calculate  an  actual  rate  for  each  clinic 
within  45  days  of  the  date  they  receive 
the  clinic’s  report  of  prior  period  costs 
and  encounters.  The  actual  rate  for  the 
period,  once  calculated,  would  apply 
retroactively  to  the  beginning  of  the 
payment  period.  The  carrier  would  make 
an  adjustments  if  the  temporary  rate 
differed  from  the  actual  rate  for  the 
period,  in  order  to  bring  the  payments 
made  in  the  beginning  of  the  period  into 
line  with  the  actual  rate.  This 
adjustment  would  have' the  same  result 
as  if  the  new  prospective  rate  had  been 
used  for  this  entire  reporting  period. 


Determination  of  All-Inclusive  Rate 

After  calculating  a  clinic’s  allowable 
cost  per  encounter  for  its  base  period, 
the  carrier  would  establish  the  clinic’s 
all-inclusive  rate  for  the  current  period. 
This  rate  would  be  the  lower  of: 

(1)  A  Statewide  target  rate  that  HCFA 
calculates  by  estimating  the  median 
inflation-adjusted  cost  per  encounter  for 
all  RHCs  in  the  nation  for  the  current 
period,  increasing  this  estimated  median 
cost  by  15  percent,  and  adjusting  the 
resulting  national  rate  to  account  for 
State-to-State  variations  in  labor  costs; 
or 

(2)  An  alternative  individual  clinic 
rate  that  HCFA  calculates  by 
multiplying  the  clinic’s  base  period 
allowable  cost  per  encounter  by  115 
percent  for  the  first  reporting  period 
after  the  base  period,  by  132  percent  for 
the  second  reporting  period  after  the 
base  period,  or  by  152  percent  for  the 
third  reporting  period  after  the  base 
period. 

Statewide  Target  Rate 

HCFA  will  calculate  a  separate 
Statewide  target  rate  for  clinics  in  each 
State  by  using  the  following 
methodology. 

(1)  Use  of  Comparison  Period.  HCFA 
would  first  establish  a  standard  twelve- 
month  comparison  period,  and  obtain 
from  the  carriers  a  copy  of  each  clinic 
cost  report  filed  for  a  reporting  period 
that  ended  within  the  comparison 
period.  However.  HCFA  would  not 
obtain  reports,  or  use  data,  from  clinics 
that  have  not  participated  in  Medicare 
or  Medicaid  for  at  least  two  reporting 
periods. 

(2)  Data.  From  each  cost  report.  HCFA 
would  obtain  the  following  data: 

(i)  The  ending  date  of  the  period  to 
which  the  report  applied: 

(ii)  The  allowable  average  cost  per 
encounter  for  rural  health  clinic  services 
the  clinic  incurred  for  the  period,  as 
determined  by  using  the  productivity 
guidelines  described  later  in  this 
preamble.  To  calculate  the  clinic’s  per- 
encounter  cost,  HCFA  would  divide  the 
clinic’s  total  allowable  costs  for  the 
period  by  the  greater  of  the  number  of 
encounters  the  clinic  reported  it 
furnished  during  that  period,  or  the 
number  of  encounters  expected  under 
the  productivity  guidelines:  and 

(iii)  The  ratio  of  the  clinic’s 
compensation  costs  (e.g.,  employees’ 
salaries  and  fringe  benefits]  to  its  total 
costs. 

(3)  Use  of  Comparability  Factor. 
Because  RHCs  use  various  reporting 
periods  (e.g.,  January  through  December, 
or  July  through  June],  not  all  the  cost 
data  extracted  under  step  2  will  relate  to 


the  same  time  period.  If  a  particular 
clinic  uses  a  reporting  period  that  ends 
before  the  close  of  the  comparison 
period,  cost  data  from  that  clinic  must 
be  adjusted  to  account  for  increases  in 
costs  that  have  occurred  between  the 
end  of  the  clinic’s  reporting  period  and 
the  end  of  the  comparison  period.  To 
make  this  adjustment,  HCFA  would 
update  these  data  by  using  a 
comparability  factor. 

Under  42  CFR  405.504,  HCFA 
publishes  an  annual  notice  that  limits 
the  increases  in  the  prevailing  charges 
for  physicians’  services  that  will  be 
recognized  by  Medicare.  The  annual 
increase  factor  set  forth  in  this  notice  is 
derived  from  data  that  reflect  changes  in 
the  level  of  workers’  earnings  generally 
and  physicians’  practice  costs.  The  most 
recent  notice  of  this  type  was  published 
in  the  Federal  Register  on  June  27, 1980 
(45  FR  43475).  The  annual  increase 
factor  set  forth  in  that  notice  is  1.0842. 
We  propose  to  use  the  current  annual 
increase  factor  to  predict  increases  in 
the  costs  of  rural  health  clinics. 

To  determine  the  comparability  factor 
for  a  particular  reporting  period,  we 
would  first  divide  the  annual  increase 
fator  for  the  comparison  period  by 
twelve,  to  determine  a  monthly 
comparability  factor.  We  would  then 
increase  the  averge  cost  per  encounter 
each  clinic  reported  for  that  period  by 
Vi 2  (8.33  percent)  of  the  annual  increase 
factor  for  each  month  between  the  end 
of  the  reporting  period  and  the  end  of 
the  comparison  period.  This  adjustment 
would  have  the  effect  of  relating  the 
average  cost  per  encounter  data  for  all 
clinics  to  a  standard  comparison  period. 

(4)  Adjustment  for  Wage  Differences. 
After  the  average  cost  per  encounter 
data  for  clinics  have  been  adjusted  to 
relate  to  a  uniform  time  period,  these 
data  also  must  be  adjusted  to  remove 
variations  due  only  to  State-by-State 
differences  in  labor  costs.  To  make  this 
adjustment,  HCFA  would  first  group 
these  data  by  State.  For  each  State,  each 
average  cost  per  encounter  would  then 
be  separated  into  its  labor  and  non¬ 
labor  portions.  W7e  would  determine  the 
labor  portion  of  cost  for  each  clinic  by 
multiplying  the  average  cost  per 
encounter  for  that  clinic  by  that  clinic’s 
ratio  of  compensation  cost  to  total  cost, 
as  computed  in  step  2.  We  would  then 
divide  the  labor  portion  of  cost  by  the 
rural  wage  index  for  that  State. 

For  this  purpose,  we  propose  to  use 
the  rural  wage  index  for  each  State  that 
appears  in  the  schedule  of  limits  on 
hospital  inpatient  general  routine 
operating  costs  that  is  authorized  by  42 
CFR  405.460,  and  published  annually  in 
the  Federal  Register.  This  index,  which 
reflects  the  different  wage  levels  in 
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areas  in  which  clinics  are  located, 
relates  the  wage  levels  in  each  State  to  a 
national  norm  of  1.0  (Specific  State 
index  values  range  from  a  low  of  .7753 
(for  South  Dakota)  to  a  high  of  1.5107 
(for  Alaska)).  The  most  recent  wage 
index  was  published  in  the  Federal 
Register  on  June  20, 1980  (45  FR  41868). 
The  effect  of  this  calculation  would  be 
to  adjust  the  labor  portion  of  each 
clinic’s  costs  to  remove  the  effect  of 
State-to-State  wage  differences.  For 
each  clinic,  we  would  then  add  the 
adjusted  labor  portion  of  the  average 
cost  per  encounter  to  the  non-labor 
portion  of  the  clinic’s  average  cost  per 
encounter. 

(5)  Median  Cost  Per  Encounter.  To 
determine  the  median  cost  per 
encounter  for  the  comparison  period,  we 
would  array  the  average  costs  per 
encounter  for  each  clinic,  as  adjusted  in 
steps  1-4,  and  determine  the  median  of 
these  costs. 

(6)  Projected  Median  Cost  Per 
Encounter.  To  account  for  inflation  that 
will  occur  between  the  end  of  the 
comparison  period  and  the  end  of  the 
first  reporting  period  for  which  the 
Statewide  rate  is  being  calculated,  we 
would  multiply  the  median  average  cost 
per  encounter  computed  in  step  5  by  an 
adjustment  factor  necessary  to  project 
the  data  from  the  midpoint  of  the 
comparison  period  to  the  midpoint  of  the 
first  reporting  period  to  which  the 
Statewide  target  rate  will  apply.  This 
adjustment  factor  would  be  the  product 
of  one  twelfth  of  the  current  annual 
increase  factor  and  the  number  of 
months  between  the  midpoints  of  the 
two  periods.  The  result  of  this 
computation  would  be  the  estimated 
median  cost  per  encounter  all  rural 
health  clinics  in  the  nation  will  incur  in 
the  first  reporting  period  to  which  the 
Statewide  target  rate  would  apply. 

(7)  National  Target  Rate.  To 
determine  the  national  target  rate,  we 
would  multiply  the  projected  median 
cost  per  encounter,  as  computed  in  step 
6,  by  115  percent. 

(8)  Statewide  Target  Rate.  To 
determine  the  target  rate  for  clinics  in 
each  State,  we  would  first  isolate  the 
labor  portion  of  the  national  rate  by 
multiplying  the  national  target  rate  by 
the  aggregate  ratio  of  compensation  to 
non-compensation  costs  for  all  clinics  in 
the  nation.  This  aggregate  ratio  would 
be  the  average  of  the  individual  clinic 
ratios  computed  in  step  2. 

For  each  State,  we  would  multiply  the 
labor  portion  of  the  national  rate  by  the 
rural  wage  index  for  the  particular  State, 
as  in  step  4.  We  would  then  add  the 
State-adjusted  labor  portion  of  the  rate 
to  the  non-labor  portion  of  the  national 


rate  to  arrive  at  a  separate  target  rate 
for  each  State. 

The  Statewide  target  rate  would  apply 
for  clinics  with  reporting  periods 
beginning  on  the  same  date  as  the  first 
period  for  which  the  rate  is  effective.  For 
clinics  with  reporting  periods  starting  on 
later  dates,  we  would  increase  the 
Statewide  target  rate  by  Vi 2  (8.33 
percent)  of  the  pertinent  annual  increase 
factor  for  each  month  after  the  start  of 
the  first  reporting  period  for  which  the 
rate  is  effective  and  before  the 
particular  clinic’s  reporting  period. 

For  the  two  full  clinic  reporting 
periods  that  follow  the  first  period  for 
which  a  Statewide  target  rate  is 
calculated,  the  target  .rate  would  be 
increased  for  inflation  by  using  the 
annual  increase  factor  used  to  establish 
the  economic  index  described  in  42  CFR 
405.504.  For  the  next  period,  the  target 
rate  would  be  recalculated  based  on 
new  data. 

Exceptions 

The  proposed  regulations  would 
permit  HCFA  to  make  exceptions  to  the 
use  of  the  prospective  rate  under  two 
sets  of  circumstances.  If  a  clinic  incurs 
an  average  allowable  per-encounter  cost 
in  its  base  period  in  excess  of  the 
Statewide  target  rate  for  the  current 
period,  it  may  ask  HCFA  to  direct  the 
carrier  to  pay  it  under  the  retrospective 
method  for  the  current  period.  For  this 
type  of  request  to  be  approved,  the  clinic 
must  demonstrate  to  the  satisfaction  of 
HCFA  that  the  excess  costs  are  proper 
and  necessary  in  the  delivery  of  RHC 
services,  that  the  costs  do  not  result 
from  over-staffing,  and  that  the  costs  are 
due  to  the  special  needs  of  the  clinic’s 
patients. 

The  proposed  regulations  also  would 
permit  an  exception  to  the  use  of  the 
prospective  payment  method  for  clinics 
that  incur  average  per-encounter  costs 
higher  than  their  prospective  rates 
because  of  material  increases  in  their 
costs  or  decreases  in  the  utilization,  or 
both,  caused  by  circumstances  that 
occur  after  the  base  period.  Examples  of 
these  circumstances  include  changes  in 
staffing  essential  to  the  efficient 
operation  of  the  clinic,  changes  in  the 
clinic's  range  of  services,  as  well  as 
fires,  floods,  add  other  natural  disasters 
that  can  drastically  alter  a  clinic’s  costs, 
or  utilization,  or  both.  We  have  not 
attempted  to  define  all  circumstances 
that  would  justify  an  exception  under 
this  section  in  the  proposed  regulations, 
because  we  intend  this  section  to  give 
HCFA  administrative  flexibility  to  meet 
actual  costs  under  a  variety  of 
circumstances  that  can  unavoidably 
affect  a  clinic’s  operations.  If  a  clinic  is 
able  to  demonstrate  to  the  satisfaction 


of  HCFA  that  circumstances  beyond  its 
control,  or  changes  in  its  range  of 
services,  have  caused  its  actual  cost  per 
encounter  to  exceed  its  prospective  rate 
for  a  period,  the  clinic  may  choose  to  be 
paid  for  that  period  under  the 
retrospective  method. 

If  an  exception  is  granted  for  a  period, 
that  period  would  then  become  a  base 
period  for  future  rate  computations,  and 
would  continue  to  be  used  as  a  base 
period  until  HCFA  calculates  a  new 
national  median. 

Rate  Recalculation 

In  addition  to  the  exceptions 
described  above,  which  permit  a  clinic’s 
payment  rate  to  be  increased  because  it 
incurs  unusually  high  per-encounter 
costs,  the  proposed  regulations  would 
authorize  HCFA  to  reduce  a  clinic’s  rate 
for  the  remainder  of  the  current 
reporting  period  to  reflect  certain 
decreases  in  per-encounter  costs  that 
occur  after  the  rate  has  been  calculated. 
Under  the  proposed  regulations,  HCFA 
would  recalculate  a  clinic’s  rate  if, 
during  the  current  period,  the  clinic 
reduced  the  range  of  services  it 
furnishes.  HCFA  also  would  recalculate 
a  clinic’s  rate  if  the  clinic's  utilization 
increased  sufficiently  to  make  it  clear 
that,  if  the  increase  in  utilization 
continued  for  an  entire  reporting  period, 
the  clinic  would  furnish  at  least  15 
percent  more  encounters  than  it 
furnished  the  previous  reporting  period. 
The  regulations  required  clinics  to  report 
these  changes  in  range  of  services  or 
utilization,  or  face  recovery  action. 
Except  under  unusual  circumstances, 
HCFA  would  not  expect  the  need  for  a 
rate  recalculation  to  occur  more  often 
than  once  a  year. 

If  a  recalculation  is  necessary,  HCFA 
will  direct  the  carrier  to  reduce  the 
clinic’s  rate  to  115  percent  of  the  cost 
per  encounter  incurred  by  the  clinic 
during  the  part  of  the  reporting  period 
following  the  reduction  in  range  of 
services,  or  increase  in  utilization.  In 
recalculating  the  clinic’s  rate,  the  carrier 
will,  to  the  extent  possible,  exclude 
changes  in  the  clinic’s  cost  per 
encounter  that  result  from  regular 
seasonal  variations  in  utilization  and 
other  changes  that  are  not  related  to  the 
circumstances  that  required  the 
recalculation.  If  HCFA  recalculates  a 
clinic’s  rate,  the  part  of  the  period  for 
which  the  rate  is  recalculated  becomes  a 
base  period  for  purposes  of  future  rate 
determinations. 

This  recalculation  provision  is 
intended  to  permit  HCFA  to  adjust  a 
clinic’s  prospective  payment  rate  to 
reflect  reductions  in  per-encounter  costs 
that  occur  after  a  base  period,  and  result 
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from  factors  other  than  increased  clinic 
efficiency.  Because  one  major  objective 
of  the  change  to  a  prospective  payment 
system  is  to  encourage  more  efficient 
clinic  operations,  we  do  not  plan  to 
recalculate  a  clinic's  rate  between  base 
periods  to  reflect  lower  per-encounter 
costs  that  result  from  greater  efficiency. 
We  believe  clinics  must  be  allowed  to 
benefit  from  these  cost  reductions  so 
they  will  have  an  incentive  to  improve 
their  operations.  However,  we* are 
aware  that  there  are  circumstances 
other  than  increases  in  efficiency  that 
can  reduce  a  clinic’s  cost  per  encounter. 
To  avoid  allowing  clinics  an  unintended 
benefit  from  cost  reductions  that  are 
unrelated  to  efficiency,  we  plan  to 
recalculate  a  clinic’s  rate  in  these 
circumstances. 

One  change  that  can  reduce  a  clinic’s 
cost  per  encounter  is  a  reduction  in  its 
range  of  services.  Each  clinic’s 
individual  clinic  rate  is  calculated  based 
on  the  range  of  services  the  clinic 
furnished  during  its  base  period. 
Therefore,  any  reduction  in  the  clinic’s 
range  of  services  that  is  not 
accompanied  by  a  corresponding 
decrease  in  utilization  will  result  in  a 
lower  cost  per  encounter.  We  do  not 
believe  that  decreases  in  the  range  of 
services  equate  with  increases  in 
efficiency,  nor  do  we  intend  that  the 
prospective  payment  system  should  give 
clinics  an  incentive  to  eliminate 
necessary  but  unprofitable  services. 
Therefore,  when  a  clinic  eliminates  one 
or  more  services  it  furnished  in  its  base 
period,  we  propose  to  recalculate  the 
clinic’s  rate  to  reflect  the  reduced  range 
of  services. 

Another  change  that  can  affect  a 
clinic’s  cost  per  encounter  is  a 
substantial  increase  in  its  utilization. 
Since  the  individual  clinic  rate  is 
calculated  based  on  the  level  of 
utilization  the  clinic  experienced  during 
its  base  period,  any  marked  increase  in 
utilization  that  is  not  accompanied  by  a 
corresponding  cost  increase  will  result 
in  a  lower  cost  per  encounter.  While 
some  utilization  increases  may  result 
from  more  efficient  use  of  clinic 
resources  in  the  delivery  of  services,  we 
believe  that  substantial  increases  in 
utilization  (i.e.,  increases  of  15  percent 
or  more  per  year)  typically  result  from 
other  factors,  such  as  increases  in  the 
population  of  the  clinic’s  service  area  or 
the  departure  of  a  physician  from  that 
area.  These  factors,  which  are  beyond 
the  clinic’s  control,  cannot  be  equated 
with  increases  in  efficiency.  Therefore, 
we  propose  to  recalculate  a  clinic’s  rate 
to  reflect  any  change  in  utilization  that 
the  clinic  reasonably  expects  will 
continue  throughout  a  reporting  period 


and,  if  continued,  would  result  in  an 
increase  of  15  percent  or  more  over  the 
previous  period’s  utilization.  By 
contrast,  clinics  would  not  be  expected 
to  report  short-term  or  seasonal 
increases  in  utilization  that  would  not 
increase  their  total  utilization  for  a 
period  by  15  percent  or  more. 

We  have  selected  the  recalculation 
criteria  we  are  proposing  (i.e.,  decreases 
in  the  range  of  services,  or  increases  in 
utilization  of  15  percent  or  more) 
because  we  believe  these  criteria  will 
help  identify  changes  in  costs  per 
encounter  that  do  not  result  from 
increased  clinic  efficiency.  We  are 
specifically  requesting  public  comment 
on  whether  there  are  any  circumstances 
other  than  increasing  utilization  or 
reductions  in  services  that  should  be 
cause  for  rate  recalculation,  whether  the 
threshold  for  recalculation  based  on 
increases  in  utilization  should  be  more 
or  less  than  15  percent,  and  whether  any 
other  changes  in  the  proposed  regulation 
would  be  desirable  to  prevent  excessive 
payments  without  penalizing  clinic 
efficiencies.  Based  on  the  comments  we 
receive,  we  may  include  expanded  or 
revised  recalculation  criteria  in  the  final 
regulations. 

Reporting  Requirements 

Although  the  proposed  regulations 
would  not  change  the  current 
requirement  that  clinics  paid  under  the 
retrospective  method  submit  annual 
reports  in  the  form  required  by  HCFA, 
we  are  considering  a  change  in  the 
reporting  forms  some  clinics  must  use 
for  this  purpose.  As  indicated  above,  a 
number  of  clinics  participating  in  the 
Medicare  and  Medicaid  programs  as 
RHCs  receive  funds  under  grant 
programs  administered  by  the  Bureau  of 
Community  Health  Services  (BCHS)  of 
PHS,  and  are  required  to  report  costs 
and  statistical  information  as  part  of  the 
BCHS  Common  Reporting  Requirements. 
HCFA  is  concerned  that  these  clinics 
may  incur  unnecessary  reporting 
expenses  because  they  are  required  to 
report  to  two  agencies  of  the 
Department  using  different  definitions, 
cost  principles,  and  reporting  forms. 
Consequently,  HCFA  and  BCHS  are 
developing  a  combined  reporting  system 
that  a  clinic  could  use  to  satisfy  both  the 
BCHS  and  HCFA  requirements.  This 
reporting  system  would  apply  to  clinics 
paid  under  either  the  retrospective  or 
prospective  method.  We  hope  to  have 
this  report  available  for  reporting 
periods  beginning  on  or  after  the 
effective  date  of  the  final  regulations. 

Clihics  paid  under  the  prospective 
method  would  be  requried  to  submit  two 
types  of  reports.  Within  90  days  after 
the  end  of  a  base  period,  the  dinic 


would  be  required  to  submit  to  the 
carrier  a  report  of  its  operations  in  that 
year.  This  report  would  include  the  costs 
the  clinic  incurred  for  the  period,  and 
the  total  number  of  encounters  for  RHC 
services  the  clinic  furnished  to  all 
patients  during  the  period.  Within  60 
days  after  the  end  of  each  reporting 
period  that  is  not  a  base  period,  the 
clinic  would  be  required  to  submit  to  the 
carrier  a  simplified  summary  of  its  costs 
and  encounters  for  the  period.  In 
addition,  a  clinic  would  be  required  fo 
report  to  the  carrier  any  reductions  in  its 
range  of  services  or  increases  in 
utilization  of  15  percent  or  more  the 
clinic  should  reasonably  expect  would, 
if  the  increase  continued  for  an  entire 
period,  produce  an  increase  of  at  least 
15  percent  in  the  total  number  of 
encounters  the  clinic  would  furnish  for 
that  period  relative  to  the  number  of 
encounters  it  furnished  in  the  preceding 
period.  This  report  would  include 
current  cost  information,  and  if  services 
were  reduced,  utilization  information. 
Based  on  this  report,  HCFA  would 
determine  whether  a  rate  recalculation 
is  needed.  If  a  clinic  delayed  reporting 
these  changes  and  HCFA  learned  of 
them  by  other  means  (e.g.,  from  the 
clinic’s  next  annual  report),  HCFA 
would  determine  the  amount  by  which 
payments  under  the  previous  rate  were 
excessive,  and  reduce  later  payments  to 
recover  that  amount. 

Screening  Guidelines  and  Payment 
Limit 

The  House  and  Senate  committee 
reorts  accompanying  the  RHC  benefit 
legislation  (Pub.  L.  95-210)  direct  the 
Secretary  to  establish  screening 
guidelines  to  identify  situations  in  which 
costs  would  not  be  allowed  without 
further  investigation  or  reasonable 
justification.  At  present,  we  use  two 
such  guidelines.  The  guidelines 
appeared  in  the  September  21, 1978, 
Federal  Register  (43  FR  42787),  and 
apply  to  productivity  of  the  clinic’s 
health  care  staff  and  to  its  level  of 
overhead  expenses.  The  productivity 
guideline  provides  that  clinics  with  per 
visit  costs  of  more  than  $16,  including 
allowable  overhead  costs,  should 
provide  at  least  three  visits  per 
physician  hour  for  rural  health  clinic 
services  furnished  at  the  clinic,  at  least 
two  visits  per  physician  assistant  or 
nurse  practitioner  hour  for  rural  health 
clinic  services  furnished  at  the  clinic, 
and  at  least  one  visit  per  hour  for 
services  furnished  at  locations  other 
than  the  clinic.  If  the  clinic  does  not 
meet  these  guidelines  and  cannot 
adequately  justify  its  failure  to  do  so,  its 
rate  is  reduced  to  what  it  would  have 
been  if  the  clinic  had  met  the  guidelines. 
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but  not  to  less  than  $16  per  visit.  The 
overhead  cost  guideline  provides  that 
allowable  overhead  costs  may  not 
exceed  30  percent  of  a  clinic’s  total 
allowable  costs,  unless  reasonably 
justified  by  the  clinic. 

We  propose  to  continue  using  the 
current  productivity  and  overhead  cost 
guidelines  for  reporting  periods 
beginning  before  the  effective  date  of 
the  final  regulations.  For  reporting 
periods  beginning  on  or  after  that  date, 
under  both  the  prospective  and 
retrospective  methods  of  payment,  we 
propose  to  eliminate  use  of  the  overhead 
cost  guideline.  In  addition,  under  both 
methods,  we  propose  to  use  productivity 
guidelines  that  are  the  same  as  those 
used  by  BCHS  to  evaluate  the 
performance  of  clinics  that  receive 
Federally  funded  health  center  grants. 
These  productivity  guidelines  are  set 
forth  in  January,  1978  BCHS  program 
instructions  to  clinics.  They  are  as 
follows: 

(1)  At  least  4200  encounters  per  year 
per  full-time  equivalent  physician 
employed  by  the  clinic: 

(2)  At  least  2100  encounters  per  year 
per  full-time  equivalent  physician 
assistant  or  nurse  practitioner  employed 
by  the  clinic;  or 

(3)  If  physicians  and  nurse 
practitioners  or  physician  assistants  are 
coordinated  into  a  team,  at  least  6300 
encounters  per  year  for  each  team  that 
consists  of  a  full-time  equivalent 
physician  and  full-time  equivalent  nurse 
practitioner  or  physician  assistant. 

For  purposes  of  these  guidelines,  the 
number  of  “full-time  equivalent” 
employees  of  each  type  (i.e.,  physician, 
physician  assistant,  or  nurse 
practitioner)  would  be  determined  by 
calculating  the  total  number  of  hours  per 
year  worked  by  all  employees  of  that 
type,  and  dividing  that  number  by  the 
greater  of  (1)  the  number  of  hours  per 
year  for  which  one  employee  of  that 
type  would  have  to  be  compensated  to 
meet  the  clinic’s  definition  of  a  full-time 
employee,  or  (2)  1600  hours  per  year. 

Under  the  retrospective  payment 
method,  the  carrier  would  use  the 
greater  of  the  minimum  number  of 
encounters  a  clinic  is  expected  to 
furnish  under  the  guidelines,  or  the 
number  of  encounters  the  clinic  actually 
furnished,  in  calculating  the  clinic’s  all- 
inclusive  rate  and  annual  reconciliation 
amount.  Thus,  if  the  clinic  furnished 
fewer  encounters  than  the  screens 
indicated  it  should  have,  the  all- 
inclusive  rate  would  be  calculated  by 
dividing  the  clinic’s  allowable  costs  by 
the  number  of  encounters  indicated  by 
the  screens.  If,  however,  the  clinic 
reported  that  it  had  furnished  more 
encounters  than  called  for  under  the 


screens,  the  carrier  would  use  the  higher 
number  of  encounters  reported  by  the 
clinic  in  calculating  the  all-inclusive 
rate. 

Under  the  prospective  method,  the 
carrier  would  use  the  greater  of  the 
number  of  encounters  expected  under 
the  guidelines,  or  the  number  of 
encounters  the  clinic  actually  furnished 
in  its  base  year,  to  calculate  an 
individual  clinic  rate  for  each  clinic.  In 
estimating  the  national  median 
allowable  cost  per  encounter  for 
purposes  of  determining  the  target  rate, 
HCFA  will,  for  each  clinic,  use  the 
higher  of  the  number  of  encounters 
expected  under  the  productivity 
guidelines,  or  the  actual  number  of 
encounters  reported  by  clinics. 

Under  the  proposed  regulations,  new 
clinics  that  are  paid  under  the 
retrospective  method  because  they 
cannot  qualify  for  prospective  payment 
would  be  subject  to  less  stringent 
guideline  than  other  clinics.  These  new 
clinics  would  be  expected  to  furnish 
only  two-thirds  of  the  number  of 
encounters  called  for  by  the  guidelines 
for  their  first  two  years  of  operation. 
However,  all  other  clinics  would  be 
expected  to  furnish  the  full  number  of 
encounters  specified  by  the  guidelines. 

Any  clinic,  whether  paid  under  the 
retrospective  or  prospective  method, 
may  ask  the  carrier  to  waive  application 
of  the  guidelines  for  a  reporting  period. 

If  the  clinic  provides  the  carrier  with 
reasonable  justification  of  its  failure  to 
furnish  the  expected  number  of 
encounters,  the  carrier  will  calculate  the 
clinic’s  all-inclusive  rate  based  on  the 
number  of  encounters  the  clinic  actually 
furnished  in  the  period.  For  example,  if  a 
clinic  could  demonstrate  to  the  carrier 
that  it  employs  only  the  minimum 
number  of  staff  necessary  to  meet 
applicable  certification  requirements 
(see  42  CFR  481.8)  but  nevertheless  is 
unable  to  furnish  the  expected  number 
of  encounters,  the  carrier  will  not  apply 
the  productivity  guidelines  in  calculating 
the  all-inclusive  rate  for  the  clinic. 

We  have  selected  the  proposed 
guidelines  for  several  reasons.  First, 
approximately  two-thirds  of  all  facilities 
now  participating  in  Medicare  and 
Medicaid  as  RHCs  also  receive  grants 
from  the  BCHS.  Because  these  clinics 
already  are  subject  to  the  BCHS 
productivity  guidelines,  adoption  of 
these  guidelines  by  HCFA  will  not 
impose  any  additional  burden  on  the 
clinics.  Also,  HCFA’s  change  to  these 
guidelines  will  ensure  that  these  clinics 
are  not  subject  to  different  guidelines 
imposed  by  two  different  agencies  of 
HHS.  In  addition,  we  believe  the 
proposed  guidelines  are  reasonable 
because  they  are  very  close  to  our 


estimates  of  the  actual  average 
productivity  of  clinics  now  reporting 
their  costs  and  utilization  to  HCFA. 

The  proposed  guidelines  have  not 
been  incorporated  into  the  proposed  rule 
because  they  will  be  subject  to  change 
from  time  to  time.  However,  we  wish  to 
obtain  public  comment  on  their  use.  We 
will  consider  the  comments  received, 
and  publish  final  guidelines  in  the 
Federal  Register.  We  will  also  publish  a 
notice  of  any  changes  in  these 
guidelines. 

The  present  reimbursement  system 
also  provides  for  a  maximum  rate  per 
visit  that  could  be  paid  to  RHCs.  As 
specified  in  the  September  21, 1978, 
notice  in  the  Federal  Register,  this  limit 
is  currently  set  by  HCFA  at  $27.30.  This 
was  derived  from  prevailing  charge  data 
obtained  from  the  Medicare  carriers  for 
a  group  of  items  and  services  that 
comprise  a  typical  rural  health  clinic 
visit. 

We  propose  to  delete  this  specific 
payment  limitation  for  clinics  paid  under 
the  prospective  rate  system.  We  believe 
the  proposed  prospective  system 
contains  adequate  incentives  for  clinics 
to  operate  efficiently,  and  that  the  target 
rate  will  serve  the  same  purpose  as  the 
payment  limitation.  We  are,  however, 
retaining  a  maximum  rate  for  clinics 
paid  under  the  retrospective 
methodology.  Some  clinics  incur  such 
high  overall  costs  that  application  of  the 
productivity  guidelines  would  not  result 
in  an  average  cost  per  encounter  that  is 
reasonable  We  believe  a  payment  limit 
should  be  retained  to  pervent  excessive 
payments  to  these  clinics.  We  propose 
to  establish  this  maximum  rate  at  150 
percent  of  the  median  cost  per 
encounter  for  all  RHCs,  and  to  adjust 
this  maximum  rate  annually  to  account 
for  inflation.  We  are  proposing  to  set  the 
maximum  rate  at  this  level  because  we 
believe  that  an  allowance  of  50  percent 
above  the  median  is  sufficient  to 
account  for  reasonable  variations  in  per- 
encounter  costs.  Public  comment  is 
invited  on  this  proposal  or  alternatives 
for  calculation  of  the  maximum  rate. 

Medicare  Reimbursement  Appeals 

Under  our  current  regulations, 
provider  clinics  have  the  general  hearing 
rights  applicable  to  providers  of 
services,  as  set  forth  in  42  CFR  Part  405, 
Subpart  R.  The  hearing  rights  of 
provider  clinics  would  not  be  changed 
by  this  proposal. 

Our  current  regulations  do  not  explain 
the  administrative  appeal  rights  for 
independent  clinics  that  are  dissatisfied 
with  their  Medicare  reimbursement. 
Under  the  proposetfregulations 
independent  rural  health  clinics 
dissatisfied  with  their  reimbursement  for 
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services  would  be  entitled  to  an 
administrative  appeal  if  the  amount  in 
controversy  is  $1,000  or  more.  If  the 
amount  in  dispute  is  less  than  $10,000, 
hearings  for  independent  clinics  would 
be  conducted  by  the  fiscal  intermediary, 
acting  as  carrier,  if  the  amount  is  $10,000 
or  more,  hearings  would  be  held  by  the 
Provider  Reimbursement  Review  Board, 
as  specified  in  42  CFR  Part  405,  Subpart 
R.  However,  independent  clinics  would 
not  be  required  to  wait  until  the  end  of  a 
reporting  period  to  appeal 
determinations  that  affected  their 
payment  rates  for  that  period,  as  is  the 
case  for  providers. 

Hearings  for  independent  clinics  paid 
under  the  retrospective  method  would 
concern  whether  the  clinic  received  the 
amount  to  which  it  is  entitled  for  the 
period;  i.e.,  80  percent  of  the  allowable 
costs  properly  attributable  to  covered 
services  furnished  to  Medicare 
beneficiaries.  Under  the  prospective 
method,  hearings  would  concern: 

(1)  Whether  the  rate  established  for 
the  period  was  accurate  based  on  the 
facts  available  to  the  carrier  when  it 
was  established; 

(2)  Whether  the  clinic  reasonably 
justified  costs  exceeding  screening 
guidelines; 

(3)  When  HCFA  has  recalculated  the 
rate  and  the  clinic  has  objected,  whether 
the  recalculation  was  proper  based  on 
the  facts  available  to  HCFA  when  it 
recalculated  the  rate; 

(4)  When  HCFA  has  denied  a  request 
for  an  exception,  whether  that  denial 
was  proper;  or 

(5)  Whether  HCFA  acted  properly  in 
recovering  amounts  it  previously  paid  to 
a  clinic  based  on  inadequate  reporting. 

Change  in  Medicaid  Reimbursement 

The  proposed  revisions  to  42  CFR 
447.371  of  the  Medicaid  regulations 
generally  follow  the  proposed  changes 
in  the  Medicare  regulations.  In  keeping 
with  the  intent  of  Congress  expressed  in 
the  Rural  Health  Clinic  Services  Act  and 
the  accompanying  legislative  history,  we 
intend  to  maintain  consistency  between 
rural  health  clinic  reimbursement  under 
Medicare  and  Medicaid. 

Current  Medicaid  regulations  provide 
that  States  must  pay  for  services 
furnished  by  provider  rural  health 
clinics  on  the  same  basis  used  by 
Medicare.  These  proposed  regulations 
would  not  alter  this  requirement,  since 
payment  to  provider  clinics  would 
continue  to  be  made  under  the  Medicare 
provider  reimbursement  principles  in  42 
CFR  Part  405,  Subpart  D. 

Under  current  Medicaid  regulations, 
the  payment  method  or  methods  a  State 
may  use  in  paying  an  independent  clinic 
is  determined  by  the  range  of  services 


the  clinic  offers.  If  the  clinic  does  not 
offer  any  ambulatory  services  other  than 
“rural  health  clinic  services*’  as  defined 
in  42  CFR  440.20(b),  the  State  must  pay 
the  clinic  for  the  rural  health  clinic 
services  it  furnishes  at  the  same  rate  as 
Medicare.  However,  if  the  clinic  offers 
both  rural  health  clinic  services  and 
“other  ambulatory  services”  (i.e„ 
services  to  ambulatory  patients  that  do 
not  meet  the  definition  of  “rural  health 
clinic  services”  but  are  otherwise 
covered  under  a  particular  state 
Medicaid  plan,  as  provided  in  42  CFR 
440.20(c)),  the  State  has  three  options  for 
payment.  The  current  options  are: 

(1)  Payment  for  all  services  on  a  cost 
basis  by  means  of  a  single,  all-inclusive 
rate  per  visit; 

(2)  Payment  for  rural  health  clinic 
services  at  the  Medicare  rate  per  visit, 
and  payment  for  other  ambulatory 
services  at  the  rates  or  charges  set  by 
the  State  for  payment  for  the  services 
when  furnished  by  other  facilities  or  by 
physicians  not  associated  with  a  rural 
health  clinic;  and 

(3)  Payment  for  dental  services  at  a 
separate,  all-inclusive  rate  per  visit,  and 
payment  for  other  services  as  provided 
in  either  option  1  or  2. 

This  proposed  regulation  would 
eliminate  payment  options  1  and  3. 

These  options  are  not  compatible  with 
the  proposed  prospective  payment 
system,  which  is  based  on  national  cost 
data  from  RHCs.  Because  States  cover 
other  ambulatory  services  and  dental 
services  on  different  bases,  national  cost 
data  could  not  be  used  to  establish 
payment  rates  under  these  options. 

The  proposed  regulation  would 
require  State  Medicaid  programs  to  pay 
clinics  for  rural  health  clinic  services  on 
the  same  prospective  or  retrospective 
basis  used  by  Medicare.  State  payment 
to  clinics  would  be  at  100  percent  of  the 
rate  established  by  the  Medicare  carrier, 
subject  to  any  applicable  State 
copayment  requirements.  Medicare 
deductible  and  coinsurance 
requirements  are  not  applicable.  Other 
ambulatory  services  would  be  paid  for 
on  the  same  basis  as  the  State  pays  for 
those  services  when  they  are  furnished 
by  other  facilities,  or  by  physicians  not 
associated  with  a  rural  health  clinic. 

Capitation  Payments 

Although  the  proposed  rule  does  not 
include  a  capitation  payment  method, 
we  are  requesting  public  comment  on 
the  desirability  and  feasibility  of 
establishing  a  capitation  payment 
system  for  RHCs.  Under  such  a  system, 
an  RHC  would  have  the  option  to 
receive  a  predetermined  paymnent 
amount  for  each  Medicare  or  Medicaid 
patient  that  enrolls  with  the  clinic.  In 


return  for  this  predetermined  amount, 
the  RHC  would  agree  to  provide  all 
primary  care  services  the  patient  would 
require,  either  by  furnishing  the  services 
itself  or  by  arranging  for  the  patient  to 
receive  them  from  others.  Services  other 
than  primary  care  services  would  be 
paid  for  under  the  usual  Medicare  and 
Medicaid  payment  methods. 

Because  we  believe  some  clinics 
would  be  unwilling  to  accept  patients  on 
a  capitation  basis,  this  method  could  be 
offered  only  in  combination  with  the 
proposed  system,  not  as  a  total 
replacement  for  it.  However  we  are 
interested  in  establishing  a  capitation 
method  for  rural  health  clinics  that 
would  be  willing  to  accept  patients  on 
this  basis  because  we  think  this 
payment  method  provides  clinics  with 
the  strongest  incentives  for  cost 
efficiency,  while  promoting  the  timely 
delivery  of  needed  health  services  to 
beneficiaries  and  recipients. 

Public  comment  is  specifically  invited 
on  the  issues  of  how  many  clinics  would 
be  interested  in  establishing  a  capitation 
system,  how  mechanisms  could  be 
established  to  determine  Medicare 
patient  deductible  and  coinsurance 
amounts  properly,  and  how  this  method 
of  payment  could  be  coordinated  with 
the  proposed  payment  system. 

"Base  Rate  "  Proposal 

Although  the  proposed  rule  does  not 
incorporate  the  concept  of  a  “base  rate,” 
we  also  are  requesting  comments  on  the 
use  of  a  “base  rate”  system  for  rural 
health  clinic  payment.  Such  a  system 
might,  for  example,  permit  clinics  to 
receive  a  fixed,  predetermined  rate  per 
encounter  throughout  the  reporting  year, 
without  submitting  a  cost  report  and 
without  having  a  separate  rate 
determined  by  the  intermediary.  We  are 
interested  in  this  type  of  payment 
method  because  we  believe  it  could 
benefit  clinics  with  very  low  Medicare 
and  Medicaid  utilization  since  it  could 
eliminate  the  need  for  a  full  reporting  of 
costs.  We  would  appreciate  receiving 
comments  concerning  the  feasibility  of 
this  method  of  payment,  and  suggestions 
regarding  a  mechanism  for  calculating  a 
rate  equitable  both  for.  clinics  and  the 
Medicare  and  Medicaid  programs. 

Classification  System 

In  theory,  a  clinic’s  costs  could  be 
expected  to  vary  in  relation  to  its 
operating  characteristics,  such  as  its 
staff  size  (i.e.,  number  of  full-time 
equivalent  staff  employed),  staff  mix 
(i.e.,  number  of  physicians  relative  to 
physician  assistants  and  nurse 
practitioners  employed),  scope  of 
services  offered,  and  volume  of 
Medicare/Medicaid  utilization.  We 
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considered  establishing  a  clinic 
classification  system  based  on  these  or 
other  factors,  assigning  clinics  with 
similar  characteristics  to  comparison 
groups,  and  establishing  separate 
prospective  rates  for  each  group. 
However,  the  data  now  available  to  us 
do  not  indicate  a  significant  correlation 
between  these  characteristics  and  the 
per-encounter  costs  experienced  by 
clinics.  Therefore,  we  have  not 
incorporated  any  classification  system 
into  the  proposed  rule. 

We  are  continuing  to  collect 
information  on  clinic  costs.  This 
information  may  enable  use  to  group 
clinics  according  to  the  characteristics 
that  affect  their  costs,  and  establish 
separate  prospective  rates  for  the  clinics 
in  each  comparison  group.  If  we  can 
develop  a  rate-setting  method  that  is 
based  on  clinic  classification,  we  will 
publish  for  public  comment  an  NPRM 
explaining  that  method. 

Agreements  between  the  Secretary  and 
Rural  Health  Clinics 

The  proposed  regulation  would  revoke 
42  CFR  405.2402(e),  which  provides  that 
agreements  between  the  Secretary  and 
rural  health  clinics  concerning 
participation  in  Medicare  have  a  term  of 
one  year,  subject  to  renewal.  Removal  of 
this  provision  would  make  these 
agreements  open-ended. 

Experience  with  time-limited 
agreements  shows  the  major  result  to  be 
a  proliferation  of  paperwork.  Also,  time- 
limited  agreements  permit  no  flexibility 
in  scheduling  serveys  and  require  State 
survey  agencies  to  visit  facilities  at 
precise  times.  Similar  time  limits  on 
processing  and  certification  burden  the 
regional  offices. 

The  proposed  regulations  also  would 
specifically  authorize  the  Secretary  to 
approve  a  clinic’s  request  to  terminate 
its  agreement  retroactively  if  it  has  not 
actually  been  paid  as  an  RHC.  In  some 
cases,  a  facility  that  has  agreed  to 
participate  as  an  RHC  finds  that  it 
furnishes  so  few  RHC  services  to 
Medicare  beneficiaries  that  complying 
with  the  reporting  requirements  it  must 
meet  to  obtain  payment  for  these 
services  under  the  cost-based  method  in 
Subpart  X  would  not  be  worthwhile. 
However,  under  our  current  rules,  the 
facility  could  not  claim  normal  Part  B 
charge  payments  for  these  services  if, 
when  the  services  were  furnished,  it  was 
participating  as  an  RHC.  Thus,  unless 
retroactive  withdrawal  were  allowed, 
the  facility  would  not  be  able  to  recover 
the  costs  of  its  services. 

We  propose  to  allow  retroactive 
withdrawals  only  for  clinics  that  have 
not  been  paid  as  RHCs.  If  a  clinic  that 
has  participated  and  received  payment 


as  an  RHC  wishes  to  terminate  its 
agreement,  it  can  do  so  only 
prospectively.  To  do  otherwise  could 
create  legal  and  administrative 
problems  for  HCFA  and  the  carriers, 
since  it  would  require  recovery  of 
amounts  paid  for  services,  and 
recalculation  of  the  amounts  due  for  the 
services. 

Other  Changes 

In  addition  to  the  changes  already 
discussed,  we  propose  to  reorder  the 
material  in  §  §  504.2425  through  405.2429, 
and  to  revise  these  regulations  and 
those  in  §  447.371  for  clarity.  We  are 
proposing  these  changes  in  order  to 
make  these  regulations  more  easily 
understandable.  The  changes  do  not 
affect  substantive  policies. 

42  CFR  Chapter  IV  is  amended  as  set 
forth  below: 

A.  The  Table  of  Contents  of  Part  405, 
Subpart  X,  is  amended  to  read  as 
follows: 

PART  405— FEDERAL  HEALTH 
INSURANCE  FOR  THE  AGED  AND 
DISABLED 


Subpart  X— Rural  Health  Clinic  Services 

Sec. 

405.2401  Scope  and  definitions. 

405.2402  Basic  requirements. 

405.2403  Content  and  terms  of  the 
agreement  with  the  Secretary. 

405.2404  Terminations  of  agreements. 

405.2410  Beneficiary  entitlement  and 
liability. 

405.2411  Scope  of  benefits. 

405.2412  Physicians’  services. 

405.2413  Services  and  supplies  incident  to  a 
physician’s  services. 

405.2414  Nurse  practitioner  and  physician 
assistant  services. 

405.2415  Services  and  supplies  incident  to 
nurse  practitioner  and  physician 
assistant  services. 

405.2416  Visiting  nurse  services. 

405.2417  Visiting  nurse  services: 
Determination  of  shortage  of  home 
health  agencies. 

405.2148  Applicability  of  general  payment 
exclusions. 

405.2425  Payment  for  rural  health  clinic 
services. 

405.2426  Reimbursement  principles. 

405.2427  Retrospective  method  of  payment. 

405.2428  Prospective  method  of  payment 

405.2429  Reports  and  maintenance  of 
records. 

405.2430  Beneficiary  appeals. 

405.2431  Clinic  appeals. 

Authority:  Sections  1102, 1833, 1861(aa), 

1871, 1902(a)  and  1905(a)  of  the  Social 

Security  Act  (42  U.S.C.  1302, 1395/,  1395x(aa), 

1395hh,  1396a(a)  and  1396d(a)). 

B.  Part  405,  Subpart  X  is  amended  as 

follows: 


1.  Section  405.2401  is  amended  by 
revising  paragraph  (b)(18)  to  read  as 
follows: 

§  405.2401  Scope  and  definition. 

*  *  *  *  * 

(b)  Definitions.  As  used  in  this 
subpart,  unless  the  context  indicates 
otherwise: 

***** 

(18)  “Encounter”  means  a  face-to-face 
contact  for  the  provision  of  medical 
services  between  a  clinic  patient  and  a 
physician,  physician  assistant,  nurse 
practitioner,  nurse  midwife,  specialized 
nurse  practitioner,  or  visiting  nurse. 
Contacts  with  more  than  one  health 
professional  and  multiple  contacts  with 
the  same  health  professional,  that  take 
place  on  the  same  day  and  at  a  single 
location,  constitute  a  single  encounter 
unless  the  patient,  subsequent  to  the 
first  encounter,  suffers  illness  or  injury 
requiring  additional  diagnosis  or 
treatment. 

*  *  *  *  * 

2.  Section  405.2402  is  amended  by 
deleting  paragraph  (e): 

§  405.2402  Basic  requirements. 

*  *  *  *  * 

(e)  [Reserved] 

*  *  *  -ft  * 

3.  Section  405.2404  is  amended  by 
adding  paragraph  (a)(2)(iii)  to  read  as 
follows: 

§  405.2404  Terminations  of  agreements. 

(a)  Termination  by  rural  health  clinic. 
(1)  Notice  to  Secretary.  If  the  clinic 
wishes  to  terminate  its  agreement  it 
shall  file  with  the  Secretary  a  written 
notice  stating  the  intended  effective  date 
of  termination. 

(2)  Action  by  the  Secretary,  (i)  The 
Secretary  may  approve  the  date 
proposed  by  the  clinic,  or  set  a  different 
date  no  later  than  6  months  after  the 
date  of  the  clinic’s  notice. 

(ii)  The  Secretary  may  approve  a  date 
which  is  less  than  6  months  after  the 
date  of  notice  if  the  Secretary 
determines  that  termination  on  that  date 
would  not: 

(A)  Unduly  disrupt  the  furnishing  of 
services  to  the  community  serviced  by 
the  clinic:  or 

(B)  Otherwise  interfere  with  the 
effective  and  efficient  administration  of 
the  Medicare  program. 

(iii)  The  Secretary  may  approve  a  date 
that  is  the  same  as  the  date  on  which 
the  clinic’s  agreement  was  first  effective 
if  the  Secretary  determines  the  clinic 
has  not  received  any  Medicare 
payments  for  rural  health  clinic  services. 
If  the  Secretary  determines  that  the 
clinic  has  received  Medicare  payments 
for  rural  health  clinic  services,  the 
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• 

Secretary  will  not  approve  a  date  earlier 
than  the  date  of  the  clinic’s  notice. 

4.  Section  405.2425  is  revised  to  read 
as  follows: 

§  405.2425  Payment  for  rural  health  clinic 
services. 

(a)  Payment  to  provider  clinics.  The 
carrier  will  pay  for  rural  health  clinic 
services  in  accordance  with  the  provider 
reimbursement  principles  in  subpart  D 
of  this  part  if: 

(1)  The  clinic  is  an  integral  and 
subordinate  part  of  a  hospital,  skilled 
nursing  facility  or  home  health  agency 
participating  in  Medicare  (i.e.,  a 
provider  of  services);  and 

(b)  Payment  to  independent  clinics. 

(1)  The  carrier  will  pay  for  rural 
health  clinic  services  furnished  by  all 
other  clinics  (“independent  clinics”) 
under  the  retrospective  method  of 
payment  described  in  §  405.2427  or  the 
prospective  method  of  payment 
described  in  §  405.2428.  Both  methods 
require  the  carrier  to  pay  the  clinic 
based  on  all-inclusive  rate  for  each 
beneficiary  encounter  for  covered  rural 
health  clinic  services.  The  carrier  will 
select  the  appropriate  payment  method 
(i.e.,  either  the  retrospective  or 
prospective  method),  and  calculate  the 
rate,  in  accordance  with  this  subpart 
and  general  instructions  issued  by 
HCFA. 

(2)  The  carrier  will  determine  the 
amount  payable  for  each  encounter  for 
covered  rural  health  clinic  services  as 
follows: 

(i)  If  the  beneficiary  has  incurred  the 
full  deductible  before  the  encounter,  the 
carrier  will  pay  the  clinic  80  percent  of 
the  all-inclusive  rate. 

(ii)  If  the  beneficiary  has  not  incurred 
the  full  deductible  before  the  encounter, 
the  carrier  will  pay  the  clinic  only  if  the 
clinic’s  reasonable  customary  charge  for 
the  services  furnished  exceeds  the 
amount  needed  to  satisfy  the 
beneficiary’s  deductible.  The  carrier  will 
subtract  the  amount  needed  to  satisfy 
the  deductible  from  the  all-inclusive 
rate,  and  pay  the  clinic  80  percent  of  the 
remainder,  if  any. 

(3)  In  calculating  the  all-inclusive  rate 
under  either  the  retrospective  or 
prospective  method,  the  carrier  will 
allow  only  costs  that  are  allowable  and 
reasonable  under  the  reimbursement 
principles  in  §  405.2426. 

(4)  The  carrier  will  pay  an 
independent  clinic  under  the  prospective 
method  if: 

'  (i)  The  clinic  has  participated  as  a 
rural  health  clinic  in  Medicare  or 
Medicaid,  or  both,  for  the  two  reporting 
periods  immediately  preceding  the 
current  period:  or 


(ii)  The  clinic  can  demonstrate  to  the 
satisfaction  of  HCFA  that  its  costs  and 
annual  number  of  encounters  are 
sufficiently  stable  so  that  use  of  the 
prospective  method  would  not  result  in 
inaccurate  payment,  and  that  it  can 
generate  the  cost  and  utilization 
information  the  carrier  requires  to 
calculate  a  prospective  rate  under 
§  405.2428(e). 

(5)  The  carrier  will  pay  an 
independent  clinic  that  does  not  meet 
the  requirements  of  paragraphs  (b)(4)(i) 
or  (ii)  of  this  section  under  the 
retrospective  method. 

(c)  in  order  to  receive  payment,  the 
clinic  must  follow  the  procedures  in 
§  405.250-2  and  general  instructions 
issued  by  HCFA. 

5.  Section  405.2426  is  revised  by 
changing  the  title,  redesignating  the 
current  content  as  §  405.2427  (a)  and  (b), 
and  revising  and  redesignating  as 
§  405.2426  the  content  of  §  405.2428 
(except  for  paragraphs  (d)  and  (e)  which 
are  deleted): 

§  405.2426  Reimbursement  principles. 

(a)  Applicability  of  general  Medicare 
principles.  In  determining  whether  a 
specific  type  or  item  of  cost  such  as 
interest,  depreciation,  bad  debts  and 
owner  compensation,  is  allowable  for 
purposes  of  rate  calculation  and 
payment  under  §  §  405.2427  and  405.2528, 
the  carrier  will  follow  the  provider 
reimbursement  principles  set  forth  in 
Subpart  D  of  this  part,  as  applicable. 

(b)  Typical  rural  health  clinic  costs. 
The  carrier  will  include  the  following 
types  and  items  of  cost  in  allowable 
costs  to  the  extent  that  they  are 
reasonable: 

(1)  Compensation  for  the  services  of 
physicians,  physician  assistants,  nurse 
practitioners,  nurse  midwives, 
specialized  nurse  practitioners  and 
visiting  nurses  employed  by  the  clinic. 

(2)  Compensation  for  the  duties  that  a 
supervising  physician  is  required  to 
perform  under  the  agreement  specified 
in  §  481.8  of  this  chapter. 

(3)  Costs  of  services  and  supplies  ' 
incident  to  the  services  of  a  physician, 
physician  assistant,  nurse  practitioner, 
nurse  midwife  or  specialized  nurse 
practitioner. 

(4)  Overhead  costs,  including  clinic 
adminstration,  costs  applicable  to  use 
and  maintenance  of  the  clinic  facility, 
and  depreciation  costs. 

(5)  Costs  of  services  purchased  by  the 
clinic. 

(c)  Tests  of  reasonableness  for  rural 
health  clinic  cost  and  utilization.  (1) 
HCFA  may  establish  tests  of 
reasonableness  authorized  by  sections 
1833(a)  and  1861(v)(l)(A)  of  the  Act  with 
respect  to  direct  or  indirect  overall 


costs,  costs  of  specific  items  and 
services,  or  costs  of  groups  of  items  and 
services.  Those  tests  include,  but  are  not 
limited  to,  screening  guidelines  and 
payment  limitations.  The  carrier,  acting 
under  general  instructions  issued  by 
HCFA,  also  may  establish  tests  of 
reasonableness  and  screening 
guidelines. 

(2)  The  screening  guidelines  HCFA 
establishes  will  set  minimum  standards 
for  the  productivity  of  physicians, 
physician  assistants,  nurse  practitioners, 
and  teams  comprising  a  physician  and  a 
physician  assistant  or  nurse  practitioner, 
employed  by  a  clinic.  If,  during  a 
reporting  period,  a  clinic  does  not 
furnish  at  least  the  minimum  number  of 
encounters  expected  under  applicable 
productivity  guidelines,  the  carrier  will 
calculate  the  clinic’s  all-inclusive  rate 
by  using  the  number  of  encounters 
expected,  unless  the  clinic  furnishes  the 
carrier  with  reasonable  justification  of 
the  clinic’s  failure  to  furnish  the  number 
of  encounters  expected.  For  example,  if 
a  clinic  does  not  furnish  the  number  of 
encounters  expected  under  the 
guidelines,  but  can  demonstrate  to  the 
satisfaction  of  the  carrier  that  it  does 
not  employ  an  excessive  number  of  staff 
in  relation  to  the  number  of  encounters 
it  can  reasonably  expect  to  furnish,  the 
carrier  will  calculate  the  clinic’s  all- 
inclusive  rate  based  on  the  number  of 
encounters  actually  furnished. 

(3)  HCFA  may  set  limits  on  payments 
for  rural  health  clinic  services,  on  the 
basis  of  costs  estimated  to  be 
reasonable  for  the  provision  of  such 
services. 

6.  Section  405.2427  is  revised  by 
changing  the  title,  redesignating  current 
paragraphs  (a)  through  (d)  as 
paragraphs  (c)  through  (f),  and 
redesignating  the  content  of  §  405.2426 
as  paragraphs  (a)  and  (b): 

§  105.2427  Retrospective  method  of 
payment 

(a)  Determination  of  all-inclusive  rate. 

(1)  The  carrier  will  determine  all- 
inclusive  rate  at  the  beginning  of  the 
reporting  period. 

(2)  The  rate  will  be  determined  by 
dividing  the  estimated  total  allowable 
costs  by  estimated  total  encounters  for 
rural  health  clinic  services. 

The  carrier  may  consider  prior  period 
costs,  encounters,  and  other  relevant 
factors  in  determining  these  estimates. 

(3)  The  rate  determination  will  be 
subject  to  any  tests  of  reasonableness 
that  may  be  established  in  accordance 
with  §  405.2426 

(b)  Adjustment  of  rate.  (1)  The  carrier 
will,  during  each  reporting  period, 
periodically  review  the  rate  to  assure 
that  payments  approximate  actual 
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allowable  costs  and  encounters  for  rural 
health  clinic  services,  and  will  adjust  it 
if: 

(1)  There  is  a  significant  change  in  the 
utilization  of  clinic  services; 

(ii)  Actual  allowable  costs  vary 
materially  from  the  clinic’s  estimated 
allowable  costs;  or 

(iii)  Other  circumstances  arise  which 
warrant  an  adjustment. 

(2)  The  clinic  may  request  the  carrier 
to  review  the  rate  to  determine  whether 
adjustment  is  appropriate. 

(c)  Annual  reconciliation.  Payments 
made  to  a  rural  health  clinic  during  a 
reporting  period  will  be  subject  to 
reconciliation  to  assure  that  those 
payments  do  not  exceed  pr  fall  short  of 
80  percent  of  the  allowable  costs 
attributable  to  covered  services 
furnished  to  Medicare  beneficiaries 
during  that  period  less  applicable 
deductible  amounts. 

(d)  Calculation  of  reconciliation.  (1) 
The  carrier  will  determine  the  total 
reimbursement  amount  due  the  clinic  on 
the  basis  of: 

(1)  The  report  specified  in 
§  405.2429(c)(2);  and 

(ii)  The  rate  determined  by  dividing 
the  total  allowable  costs  incurred  for 
rural  health  clinic  services  in  the 
reporting  period  by  total  encounters  for 
rural  health  clinic  services  furnished  for 
the  period.  The  rate  will  be  subject  to 
tests  of  reasonableness  which  may  be 
established  in  accordance  with  this 
subpart. 

(2)  The  carrier  will  compare  the  total 
reimbursement  amount  due  with  total 
payments  made  to  the  clinic  for  the 
reporting  period,  to  determine  the 
amount  of  the  reconciliation. 

(e)  Notice  of  program  reimbursement. 
After  review  of  the  clinic’s  report  and 
audit,  as  necessary,  the  carrier  will  send 
written  notice  to  the  clinic  of: 

(1)  The  carrier's  determinations  under 
paragraphs  (d)(1)  and  (2)  of  this  section 
for  the  reporting  period;  and 

(2)  The  clinic’s  right  to  have  the 
determination  reviewed  at  a  hearing 
under  the  procedures  set  forth  in 
Subpart  R  of  this  part,  if  the  amount  in 
controversy  is  at  least  $1,000  (see 

§  405.2431). 

(f)  Payment  of  reconciliation 
amount — (1)  Underpayments.  If  the  total 
reimbursement  due  the  clinic  exceeds 
the  payments  made  for  the  reporting 
period,  the  carrier  will  make  a  lump-sum 
payment  to  the  clinic  for  the  difference. 

(2)  Overpayments,  (i)  If  the  total 
payments  made  to  a  clinic  for  the 
reporting  period  exceed  the  total 
reimbursement  due  the  clinic  for  the 
period,  the  carrier  will  collect  the 
difference  through  a  lump-sum  refund,  or 
through  offset  against  subsequent 


payments  or  a  combination  of  offset  and 
partial  refund. 

The  carrier  will  select  the  collection 
method  or  methods  that,  in  its  judgment, 
will  result  in  collection  of  the  difference 
within  the  period  specified  in  paragraph 
(f)(2)(ii)  of  this  section. 

(ii)  The  carrier  will  collect  the 
difference  from  the  clinic  within  one 
year  of  the  date  of  the  notice  of  program 
reimbursement,  unless  it  determines  that 
a  longer  period  is  justified.  Any  longer 
period  must  be  based  on  collection  of 
the  difference  as  soon  as  possible  while 
minimizing  hardship  to  the  clinic. 

7.  Section  405.2428  is  revised  by 
changing  the  title,  redesignating  its 
content  as  §  405.2426,  and  adding  new 
content  as  follows: 

§  405.2428  Prospective  method  of 
payment. 

(a)  Determination  of  base  period. 

(1)  The  initial  base  period  for  each 
clinic  is  the  reporting  period 
immediately  preceding  the  first  reporting 
period  for  which  payment  is  made  under 
the  prospective  method  of  payment. 

(2)  Except  as  specified  in  paragraphs 
(a)(3)  and  (a)(4)  of  this  section,  each 
third  reporting  period  after  the  initial 
base  period  becomes  a  new  base  period. 

(3)  If  a  clinic’s  rate  for  a  reporting 
period  is  recalculated  as  described  in 
paragraph  (f)  of  this  section,  the  part  of 
the  reporting  period  used  as  a  basis  for 
recalculating  the  rate  becomes  a  new 
base  period.  That  new  base  period  will 
be  used  in  calculating  the  clinic’s 
individual  clinic  rate  until  the  next  base 
period  as  described  in  paragraph  (a)(2) 
of  this  section. 

(4)  If  a  clinic  is  granted  an  exception 
under  paragraph  (g)  of  this  section,  the 
part  of  the  reporting  period  for  which 
the  exception  is  granted  becomes  a  new 
base  period.  That  new  base  period  will 
be  used  in  calculating  the  clinic’s 
individual  clinic  rate  until  tlie  next  base 
period  as  described  in  paragraph  (a)(2) 
of  this  section. 

(b)  Use  of  interim  rate. 

(1)  Until  the  carrier  determines  a 
clinic’s  all-inclusive  rate  for  the  first 
reporting  period  after  a  base  period,  it 
will  pay  the  clinic  using  an  interim 
payment  rate. 

(2) (i)  The  interim  payment  rate  for  a 
clinic  will  be  115  percent  of  the  rate  paid 
for  the  last  day  of  the  clinic’s  base 
period  on  which  covered  services  were 
furnished. 

(ii)  If  the  clinic  is  a  new  clinic  that  has 
qualified  for  prospective  payment  under 
the  prospective  method  under 
§  405.2425(b)(4)(ii),  the  interim  rate  will 
be  115  percent  of  the  clinic’s  allowable 
cost  per  encounter  for  the  current 
period,  as  calculated  by  the  carrier 


based  on  the  most  recent  cost  and 
utilization  information  available  to  the 
carrier. 

(3)  When  the  all-inclusive  rate  for  a 
reporting  period  is  determined,  the 
carrier  will  notify  the  clinic  of  the  all- 
inclusive  rate.  That  all-inclusive  rate 
replaces  the  interim  rate  for  the  entire 
period  unless  the  rate  is  recalculated  as 
described  in  paragraph  (f)  of  this 
section,  or  the  clinic  is  granted  an 
exception  as  described  in  paragraph  (g) 
of  this  section. 

(4)  When  the  all-inclusive  rate  for  a 
reporting  period  is  determined,  the 
carrier  will: 

(i)  Compute  the  difference  between 
the  amount  that  would  have  been  paid 
using  the  all-inclusive  rate  and  the 
amount  that  was  paid  using  the  interim 
rate; 

(ii)  If  the  amount  that  would  have 
been  paid  using  the  all-inclusive  rate 
exceeds  what  was  paid  using  the  interim 
rate,  pay  the  clinic  a  lump  sum  for  the 
difference;  or 

(iii)  If  the  amount  that  was  paid  using 
the  interim  rate  exceeds  what  would 
have  been  paid  using  the  all-inclusive 
rate,  collect  the  difference  from  the 
clinic  through  a  lump-sum  refund,  an 
offset  against  subsequent  payments,  or  a 
combination  of  these  two  methods. 

(c)  Determination  of  all-inclusive  rate. 
The  carrier  will  determine  an  all- 
inclusive  rate  to  be  paid  uniformly  for 
each  beneficiary  encounter  for  covered 
services  furnished  during  each  reporting 
period.  The  all-inclusive  rate  for  each 
clinic  will  be  the  lower  of  the  target  rate 
calculated  under  paragraph  (d)  of  this 
section,  or  the  clinic  rate  calculated 
under  paragraph  (e)  of  this  section. 

(d)  Statewide  target  rate. 

(1)  For  the  reporting  period  beginning 
on  [effective  date  of  this  regulation],  and 
for  each  reporting  period  beginning 
every  third  year  thereafter,  HCFA  will 
calculate  a  new  target  rate  for  each 
State.  HCFA  will  notify  carriers  for  each 
State  of  the  new  target  rate  before  the 
start  of  the  first  reporting  period  for 
which  the  new  Statewide  target  rate 
applies. 

(2)  To  calculate  a  new  target  rate  for 
each  State,  HCFA  will: 

(i)  Calculate,  by  obtaining  actual  rural 
health  clinic  cost  data  from  prior 
reporting  periods  and  increasing  that 
data  for  inflation,  the  current  period 
median  allowable  cost  per  encounter  for 
all  rural  health  clinics  in  the  nation; 

(ii)  Multipy  the  current  period  median 
cost  per  encounter  by  115  percent;  and 

(iii)  Adjust  the  resulting  rate  to 
account  for  the  prevailing  wage  level  in 
each  State. 

(3)  For  any  reporting  period  for  which 
HCFA  does  not  calculate  a  new  target 
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rate,  the  carrier  will  adjust  the 
Statewide  target  rate  by: 

(i)  Computing  the  number  of  months 
between  the  start  of  the  reporting  period 
for  which  HCFA  last  calculated  a  new 
target  rate  and  the  start  of  the  reporting 
period  for  which  the  rate  is  being 
adjusted:  and 

(ii)  Increasing  the  most  recent  new 
Statewide  target  rate  by  one-twelfth 
(8.33  percent)  of  the  pertinent  annual 
increase  factor  for  each  month  after  the 
start  of  the  reporting  period  for  which 
HCFA  last  calculated  a  new  target  rate. 
The  annual  increase  factors  used  in  this 
calculation  will  be  the  ones  HCFA  uses 
to  limit  annual  increases  in  prevailing 
charge  levels  for  physician  services 
under  Medicare.  Use  of  these  factors  is 
authorized  by  §  405.504  of  subpart  E  of 
this  part,  and  the  factor  that  applies 
from  July  1  of  each  year  through  June  30 
of  the  following  year  is  published 
annually  in  the  Federal  Register. 

(e)  Individual  clinic  rate.  The  carrier 
will  calculate  the  clinic  rate  for  each 
clinic  by  multiplying  the  average 
allowable  cost  per  encounter  the  clinic 
incurred  in  its  base  period  by  the 
following  percentages: 

(1)  For  the  first  reporting  period  after 
a  base  period,  115  percent; 

(2)  For  the  second  reporting  period 
after  a  base  period,  132  percent;  and 

(3)  For  the  third  reporting  period  after 
a  base  period,  152  percent. 

(f)  Use  of  recalculated  rate.  (1)  HCFA 
will  direct  the  carrier  to  recalculate  a 
clinic’s  payment  rate  and  pay  the  clinic 
at"  the  recalculated  rate  for  the 
remainder  of  the  current  period,  if  the 
clinic  reports  that,  since  its  base  period: 

(1)  It  has  reduced  the  range  of  services 
it  furnishes;  or 

(ii)  Its  utilization  has  increased  so  that 
it  should  reasonably  expect  its  current 
rate  of  utilization,  if  continued  for  an 
entire  reporting  period,  to  result  in  a 
number  of  encounters  for  that  period 
that  is  at  least  15  percent  higher  than  the 
number  of  encounters  the  clinic 
furnished  in  the  preceding  reporting 
period. 

(2)  In  establishing  the  recalculated 
rate,  the  carrier. 

(i)  Will  use  the  lower  of  115  percent  of 
the  cost  per  encounter  currently  incurred 
by  the  clinic  (taking  the  reduction  in 
range  of  services  or  increased  utilization 
into  account)  or  the  Statewide  target 
rate;  and 

(ii)  Will  not,  to  the  extent  possible, 
take  into  account  other  changes,  such  as 
regular  seasonal  variations  in 
utilization,  that  are  unrelated  to  the 
reduction  in  range  of  services  or  long¬ 
term  increase  in  utilization. 

(3)  The  part  of  the  reporting  period 
following  the  reduction  in  range  of 


services  or  increase  jn  utilization 
becomes  a  base  period  for  use  in 
calculating  the  all-inclusive  rates  for 
later  periods,  as  specified  in  paragraph 

(a)(3)  of  this  section.  In  calculating  the 
cost  per  encounter  the  clinic  incurred  in 
the  base  period,  the  carrier  will  take  into 
account  the  reduction  in  range  of 
services,  or  increased  utilization  that 
occurred  in  that  period.  To  the  extent 
possible,  the  carrier  will  not  take  into 
account  other  factors,  such  as  regular 
seasonal  variations  in  utilization,  that 
are  unrelated  to  the  reduction  in  range 
of  services,  or  long-term  increase  in 
utilization. 

(g)  Exceptions.  (1)  The  carrier  will  pay 
a  clinic  for  a  reporting  period  under  the 
method  in  §  405.2427  if  HCFA 
determines  that  the  clinic  meets  the 
requirements  in  paragraphs  (h)(2)  or 

(h)(3)  of  this  section,  and  files  a  written 
request  as  specified  in  paragraph  (h)(4) 
of  this  section. 

(2)  If  the  average  allowable  cost  per 
encounter  incurred  by  a  clinic  in  its  base 
period  exceeds  the  Statewide  target  rate 
calculated  under  paragraph  (d)  of  this 
section  for  the  period  immediately 
following  the  base  period,  the  clinic  will 
qualify  for  an  exception  if  it  can 
demonstrate  to  the  satisfaction  of  HCFA 
that: 

(i)  The  excess  costs  are  proper  and 
necessary  for  the  efficient  delivery  of 
rural  health  clinic  services. 

(ii)  The  excess  costs  do  not  result 
from  the  employment  of  excessive 
numbers  of  staff  relative  to  the  total 
number  of  encounters  the  clinic  can 
reasonably  expect  to  furnish;  and 

(iii)  The  excess  costs  are  necessary 
because  of  the  special  needs  of  the 
clinic’s  patients. 

(3)  If  a  clinic  incurs  actual  per 
encounter  costs  that  exceed  the 
payment  rate  calculated  under 
paragraph  (c)  of  this  section,  the  clinic 
will  qualify  for  an  exception  if  it  can 
demonstrate  to  the  satisfaction  of  HCFA 
that: 

(i)  The  excess  costs  are  proper  and 
necessary  for  the  efficient  delivery  of 
rural  health  clinic  services;  and 

(ii)  The  excess  costs  are  incurred  due 
to  material  increases  in  costs  or 
decreases  in  utilization  that  have 
occurred  subsequent  to  the  base  period 
and  that  were  the  result  of  a  variation  in 
the  range  of  services  offered  by  the 
clinic,  or  of  extraordinary  circumstances 
beyond  the  control  of  the  clinic. 

(4)  To  qualify  for  an  exception,  a 
clinic  must  file  a  written  request  with 
the  carrier. 

(5)  The  part  of  any  reporting  period 
for  which  an  exception  is  granted 
becomes  a  base  period  for  use  in 
calculating  the  all-inclusive  rates  for 


later  periods,  as  specified  in  paragraph 

(а) (4)  of  this  section. 

(h)  Notices.  (1)  The  carrier  will  send 
the  clinic  written  notice  of: 

(i)  Its  determination  under  paragraph 
(c)  of  this  section  of  an  all-inclusive  rate 
for  the  clinic; 

(ii)  Its  determination  under  paragraph 
(f)  of  this  section  of  a  recalculated  rate 
for  the  clinic;  or 

(iii)  Its  determination  regarding  the 
clinic’s  request  for  an  exception  under 
paragraph  (g)(1)  or  (2)  of  this  section. 

(2)  The  carrier  will  send  notice  to  the 
clinic  within  10  days  of  the  date  it 
makes  any  of  the  determinations 
described  in  paragraph  (h)(1),  and  will 
inform  the  clinic  of  its  right  to  a  hearing 
under  §  405.2431  if  it  is  dissatisfied  with 
its  reimbursement. 

8.  Section  405.2429  is  amended  by 
amending  paragraphs  (a)  and  (b), 
revising  the  title  of  paragraph  (c), 
redesignating  paragraphs  (c)(3)  through 

(б)  as  paragraphs  (e)  through  (h),  and 
adding  new  paragraph  (d),  as  follows: 

§  405.2429  Reports  and  maintenance  of 
records. 

(a)  Maintenance  and  availability  of 
records.  The  rural  health  clinic  shall: 

(1)  Maintain  adequate  financial  and 
statistical  records,  in  the  form  and 
containing  the  data  required  by  HCFA, 
to  allow  the  carrier  to  determine 
payment  for  covered  services  furnished 
to  Medicare  beneficiaries  in  accordance 
with  this  subpart; 

(2)  Make  the  records  available  for 
verification  and  audit  by  HHS  or  the 
General  Accounting  Office;  and 

(3)  Maintain  financial  data  on  an 
accrual  basis,  unless  it  is  part  of  a 
governmental  institution  that  uses  a 
cash  basis  of  accounting.  In  the  latter 
case,  appropriate  depreciation  on 
capital  assets  will  be  allowable  rather 
than  the  expenditure  for  the  capital 
asset. 

(b)  Adequacy  of  records,  (a)  The 
carrier  may  suspend  reimbursement  if  it 
determines  that  the  clinic  does  not 
maintain  records  that  provide  an 
adequate  basis  to  determine  payments 
under  Medicare. 

(2)  The  suspension  will  continue  until 
the  clinic  demonstrates  to  the  carrier's 
satisfaction  that  it  does  and  will 
continue  to  maintain  adequate  records. 

(c)  Report  requirements:  retrospective 
method. — (1)  Initial  report.  At  the 
beginning  of  its  initial  reporting  period, 
the  clinic  shall  submit  to  the  carrier  an 
estimate  of  budgeted  costs  and 
encounters  for  rural  health  clinic 
services  for  the  reporting  period,  in  the 
form  required  by  HCFA,  and  such  other 
information  as  HCFA  may  require  to 
establish  the  payment  rate. 
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(2)  Annual  reports.  Within  90  days 
after  the  end  of  its  reporting  period,  the 
clinic  shall  submit  to  the  carrier,  in  the 
form  required  by  HCFA,  a  report  of: 

(i)  Its  operations,  including  the  costs 
actually  incurred  for  the  period  and  the 
actual  number  of  encounters  for  rural 
health  clinic  services  furnished  during 
the  period;  and 

(ii)  The  estimated  costs  and  estimated 
encounters  for  rural  health  clinic 
services  for  the  succeeding  reporting 
period,  and  such  other  information  as 
HCFA  may  require  to  establish  the 
payment  rate. 

(d)  Report  requirements:  prospective 
method.  (1)  Base  period  report.  Within 
90  days  after  the  end  of  each  base 
period,  the  clinic  must  submit  to  the 
carrier,  in  the  form  required  by  HCFA,  a 
report  of  its  operations  that  includes: 

(1)  The  costs  actually  incurred  during 
the  base  period;  and 

(ii)  The  actual  number  of  encounters 
for  rural  health  clinic  services  furnished 
to  all  patients  during  the  period. 

(2)  Reports  for  other  period.  Within  60 
days  after  the  end  of  each  reporting 
period  that  is  not  a  base  period,  the 
clinic  shall  submit  to  the  carrier,  in  the 
form  required  by  HCFA,  a  summary 
report  of: 

(i)  The  costs  actually  incurred  during 
the  period;  and 

(ii)  The  actual  number  of  encounters 
for  rural  health  clinic  services  furnished 
to  all  patients  during  the  period. 

(3)  Reports  of  changes  in  range  of 
services  or  utilization,  (i)  Whenever  a 
clinic  reduces  its  range  of  services  or 
experiences  an  increase  in  its 
utilization,  or  both,  that  it  reasonably 
should  expect  may  require  recalculation 
of  its  payment  rate  for  the  current  period 
under  §  405.2428(f),  it  shall  notify  HCFA 
of  this  change. 

(ii)  HCFA  will  than  recalculate  the 
clinic’s  rate  to  take  account  of  the 
change  if  it  determines  that  a  rate 
recalculation  under  §  405.2428(f)  is 
warranted. 

(iii)  If  a  clinic  does  not  notify  HCFA  of 
this  change  but  HCFA  Learns  of  the 
changes  from  the  clinic’s  next  annual 
report,  or  by  other  means,  HCFA  will 
recalculate  the  clinic’s  rate,  determine 
the  difference  between  what  would 
have  been  paid  for  that  period  under  the 
recalculated  rate  and  what  was  actually 
paid,  and  recover  this  difference  through 
a  lump-sum  refund,  an  offset  against 
subsequent  payments,  or  a  combination 
of  these  two  methods. 

(e)  Late  reports.  If  the  clinic  does  not 
submit  an  adequate  annual  report  on 
time,  the  carrier  may  reduce  or  suspend 
payments  to  preclude  excess  payment  to 
the  clinic. 


(f)  Inadequate  reports.  If  the  clinic 
does  not  furnish  a  report  or  furnishes  a 
rep.ort  that  is  inadequate  for  the  carrier 
to  make  a  determination  of  program 
payment,  HCFA  may  deem  all  payments 
for  the  reporting  period  to  be 
overpayments. 

(g)  Postponement  of  due  date.  For 
good  cause  shown  by  the  clinic,  the 
carrier  may,  with  HCFA’s  approval, 
grant  a  postponement  of  the  due  date  for 
the  annual  report. 

Except  under  unusual  circumstances, 
the  postponement  would  not  exceed  30 
days. 

(h)  Termination  of  agreement  or 
change  of  ownership.  A  clinic  that 
voluntarily  or  involuntarily  ceases  to 
participate  in  the  Medicare  program  or 
experiences  a  change  in  ownership  shall 
submit  the  report  within  45  days 
folllowing  the  effective  date  of  the 
termination  of  agreement  or  change  of 
ownership. 

9.  Section  405.2430  is  revised  to  read 
as  follows: 

§  405.2430  Beneficiary  appeals. 

A  beneficiary  may  request  a  hearing 
by  the  carrier  (subject  to  the  procedures 
and  conditions  set  forth  in  Subpart  H  of 
this  part  as  applicable)  If: 

(a)  The  beneficiary  is  dissatisfied  with 
a  carrier’s  determination  denying  a 
request  for  payment  made  on  his  or  her 
behalf  by  a  rural  health  clinic;  or 

(b)  The  beneficiary  is  dissatisfied  with 
the  amount  of  payment;  or 

t  (c)  The  beneficiary  believes  the 
request  for  payment  is  not  being  acted 
upon  with  reasonable  promptness. 

10.  Section  405.2431  is  added  to  read 
as  follows: 

§  405.2431  Clinic  appeals. 

(a)  Reimbursement  appeals  of 
provider  clinics.  (1)  If  a  provider  clinic  is 
dissatisfied  with  the  payment  received 
for  covered  services  furnished  during  a 
reporting  period,  the  provider  that 
operates  the  clinic  may,  after  the  end  of 
the  period,  request  a  hearing. 

(2)  The  hearing  will  be  held  by  the 
carrier  or  the  Provider  Reimbursement 
Review  Board,  as  appropriate,  subject  to 
the  procedures  set  forth  in  subpart  R  of 
this  part  for  intermediary  and  Provider 
Reimbursement  Review  Board  hearings. 

(b)  Reimbursement  appeals  of 
independent  clinics.  (1)  If  an 
independent  rural  health  clinic  is 
dissatisfied  with  the  payment  received 
for  covered  services  furnished  during  a 
reporting  period  and  the  amount  in 
controversy  is  at  least  $1,000,  the  clinic 
may,  either  during  the  reporting  period 
or  after  the  end  of  the  reporting  period, 
request  a  hearing. 


(2)  Notwithstanding  any  provision  in 
subpart  R  of  this  part  to  the  contrary, 
the  hearing  on  the  facts  available  to 
HCFA  when  it  was  recalculated; 

(iv)  Whether  the  clinic  had  adequately 
demonstrated  to  HCFA  that  it  is  entitled 
to  an  exception  for  excess  costs  under 

§  405.2428(g);  or 

(v)  Whether  HCFA  acted  properly  in 
recovering  amounts  it  previously  paid  to 
a  clinic  based  on  inadequate  reporting, 
under  §  405.2429(d)(3). 

C.  Part  447,  subpart,  C,  is  amended  by 
revising  §  447.371  to  read  as  follows: 

Rural  Health  Clinic  Services 

§  447.371  Services  furnished  by  rural 
health  clinics. 

(a)  Basic  requirement.  The  agency 
must  pay  for  rual  health  clinic  services, 
as  defined  in  §  440.20(b)  of  this 
subchapter,  and  for  other  ambulatory 
services  furnished  by  a  rural  health 
clinic,  as  defined  in  §  440.20(c)  of  this 
subchapter,  as  set  forth  in  this  section. 

(b)  Payment  to  provider  clinics.  The 
agency  must  pay  for  services  furnished 
by  a  clinic  in  accordance  with  the 
Medicare  provider  reimbursement 
principles  in  subpart  D  of  Part  405  of  this 
chapter  if: 

(1)  The  clinic  is  an  integral  and 
subordinate  part  of  a  hospital,  skilled 
nursing  facility,  or  home  health  agency 
participating  in  Medicare  (i.e.,  a 
Medicare  provider);  and 

(2)  The  clinic  is  operated  with  other 
departments  of  the  provider  under 
common  licensure,  governance,  and 
professional  supervision. 

(c)  Payment  to  independent  clinics- 
general.  The  agency  must  pay  for 
services  furnished  by  all  other  clinics 
(i.e.,  “independent  clinics”)  as  specified 
in  paragraph  (d)  or  (e)  of  this  section,  as 
appropriate. 

(d)  Payment  to  independent  clinics 
that  furnish  only  rural  health  clinic  > 
services.  For  clinics  that  do  not  furnish 
other  ambulatory  services  or  dental 
services,  the  agency  must  pay  for  rural 
health  clinic  services  at  100  percent  of 
the  all-inclusive  rate  determined  by  the 
Medicare  carrier  under  §  §  405.2427  or 
405.2428  of  this  chapter. 

(e)  Payment  to  independent  clinics 
that  furnish  other  ambulatory  services 
or  dental  services,  or  both.  For  clinics 
that  furnish  rural  health  clinic  services 
and  other  ambulatory  services,  or  dental 
services,  or  both,  the  agency  must: 

(i)  Pay  for  rural  health  clinic  services 
at  100  percent  of  the  all-inclusive  rate 
determined  by  the  Medicare  carrier 
under  §§  405.2427  or  405.2428  of  this 
chapter;  and 

(ii)  Pay  for  other  ambulatory  services 
or  dental  services,  or  both,  at  the  same 
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rates  it  sets  for  the  particular  services 
when  not  furnished  by  a  rural  health 
clinic.  These  rates  must  not  exceed  the 
upper  limits  in  this  subpart. 

(f)  For  purposes  of  paragraphs  (e)  (1) 
and  (2)  of  this  section,  “encounter” 
means  a  face-to-face  contact  for  the 
provision  of  medical  services  between  a 
clinic  patient  and  any  health 
professional  whose  services  are 
reimbursed  under  the  State  plan. 
Contacts  with  more  than  one  health 
professional,  and  multiple  contact  with 
the  same  health  professional,  that  take 
place  on  the  same  day  and  at  a  single 
location,  constitute  a  single  encounter 
except  when  the  patient,  after  the  first 
encounter,  suffers  illness  or  injury 
requiring  additional  diagnosis  or 
treatment. 

(Sections  1102, 1833, 1861(aa),  1871, 1902(a) 
and  1905(a)  of  the  Social  Security  Act  (42 
U.S.C.  1302, 13951, 1395x(aa),  1395hh, 
1396a(a),  and  1396d(a))) 

(Catalog  of  Federal  Domestic  Assistance 
Program  No.  13,774,  Medicare-Supplmentary 
Medicare  Insurance;  No.  13,761  Medical 
Assistance  Program) 

Dated:  February  8, 1980. 

Leonard  D.  Schaeffer, 

Administrator,  Health  Care  Financing 
Administration. 

Approved:  September  3, 1980. 

Patricia  Roberts  Harris, 

Secretary. 

[FR  Doc.  80-27577  Filed  9-9-80;  8:45  am] 
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